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OVERSIGHT OF THE BUREAU OF LABOR 
STATISTICS: FIXING THE CONSUMER PRICE 
INDEX 


WEDNESDAY, APRIL 30, 1997 

House of Representatives, 

Subcommittee on Human Resources, 
Committee on Government Reform and Oversight, 

Washington, DC. 

The subcommittee met, pursuant to notice, at 10:10 a.m., in room 
2203, Rayburn House Office Building, Hon. Vincent Snowbarger 
(vice chairman of the subcommittee) presiding. 

Present: Representatives Shays, Snowbarger, Towns, Barrett, 
and Sanders. 

Ex officio present: Representative Waxman. 

Staff present: Lawrence J. Halloran, staff director and counsel; 
Christopher Allred, and Robert Newman, professional staff mem- 
bers; R. Jared Carpenter, clerk; and Ronald Stroman and Karen 
Lightfoot, minority professional staff members. 

Mr. Snowbarger. We are going to call the committee to order. 
Chairman Shays is not able to be with us, at least for the first part 
of the hearing, so I will be chairing until his arrival. 

The purpose of this hearing is to examine how the Bureau of 
Labor Statistics maintains the accuracy of the Consumer Price 
Index. The subcommittee will consider how the CPI should be 
made more accurate. The hearing will also discuss the avoidable 
and unavoidable biases in the CPI. 

I am a strong supporter of indexing benefits, and especially 
taxes, for inflation. Ordinary Americans should be guaranteed that 
the taxes they are required to pay are based upon fair and accurate 
statistics, and that the benefits that they receive are accurately cal- 
culated to address their needs. I look forward to hearing from the 
panelists today as they discuss these important issues. 

Let me be clear, I understand and believe that the calculation of 
the CPI is the responsibility of the Bureau of Labor Statistics. It 
is not the job of Congress to be involved in the calculation of the 
CPI, nor should it be. This would raise the danger of politicizing 
economic statistics, such as what happened in the Soviet Union. 
Also, if changes had to be made legislatively, the opposition party 
would demagog the issue, as some White House officials were pre- 
pared to do in the past election. 

Congress does have the oversight responsibility to ensure that 
BLS is calculating the CPI accurately, as current economic method- 
ology and technology allow. The CPI is one of the most important 
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economic statistics calculated by the Federal Government. Its cal- 
culation is critical in determining how the Government will make 
benefit adjustments to offset the effects of inflation. Cost of living 
adjustments to Social Security, SSI, the Civil Service Retirement 
System, the Federal Employees Retirement System, veteran’s pen- 
sions, child nutrition, and food stamps are directly affected by the 
CPI. In addition to benefit adjustments, income tax rates are also 
indexed based on the CPI, so as to lessen bracket creep. 

In 1961, the Stigler Committee identified several problems asso- 
ciated with the calculation of the CPI. In fact, some of the concerns 
raised in today’s Boskin report were recognized by the Stigler Com- 
mittee 35 years ago. I am troubled to see that these problems per- 
sist, and I am eager to hear what the BLS is doing to address these 
concerns. 

According to CBO estimates, starting in 1996, a 0.5 percent an- 
nual reduction in the CPI growth would have reduced the Federal 
budget deficit by $209 billion between fiscal year 1996 and fiscal 
year 2000. These numbers stress the need for this committee to ad- 
dress the questions raised by the Boskin Commission, and the 
Boskin Commission’s assertion that the CPI is overestimated by 
1.1 percent annually. If the Boskin report is accurate in its assess- 
ment that the CPI is overstated by 1.1 percent annually, then Gov- 
ernment would overcompensate for inflation in the years fiscal year 
1996 to fiscal year 2000 about $400 billion more than the actual 
increase in the cost of living. 

The loss here is not to the Federal Government; the loss is to the 
American taxpayer, who is required to pay more to perpetuate this 
inefficiency. If taxpayers are to be spared this undue burden, then 
BLS must eliminate the bias in the CPI. Since so many decisions, 
both in the Government and the private sector, are based on the 
CPI, any inaccuracies in the CPI have a ripple effect that causes 
even greater distortions in our economy. The question of CPI accu- 
racy is a multibillion-dollar question, and finding the answer is 
critical to the work we are undertaking to make Government more 
efficient and less burdensome. I do not necessarily want the CPI 
lowered or raised; I just want it to be an accurate reflection of the 
true economic conditions and as accurate as possible. 

Again, I would like to thank the chairman for holding this hear- 
ing. I look forward to the witnesses’ testimony and questions. 

I want to indicate one of the statements in the chairman’s state- 
ment that I want to make sure everyone understands, in terms of 
the presumptions that we have going into this hearing. “It now ap- 
pears that there is not going to be any externally imposed CPI fix 
as a part of the 1998 Federal budget.” That’s as it should be. “The 
rendering of national economic statistics should be based on sound 
principles and valid data. The CPI should be immune to political 
manipulation, both external and internal.” 

So, because of those presumptions, we’re very interested in find- 
ing out how we can get to as accurate a CPI as possible. 

With that, Mr. Waxman. 

[The prepared statement of Hon. Christopher Shays follows:] 
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Statement of Rep. Christopher Shays 
April 30, 1997 


It now appears no externally imposed Consumer Price Index (CPI) “fix” will be part of 
the fiscal year 1 998 federal budget. So it is particularly timely that today we ask the Bureau of 
Labor Statistics (BLS) to describe the Administration’s plans to improve the accuracy and 
protect the integrity of this most important national economic measurement. 

The rendering of vital national economic statistics should be based on sound principles 
and valid data. The CPI should be immune to political manipulation, both external and internal. 
Guided by these principles, our concern today is not just the degree of bias in the current CPI, but 
the degree to which the BLS is implementing an impartial, ongoing and effective process to 
enhance CPI methodology and data. 

Suggestions of potentially significant upward, and downward, biases in the CPI are not 
new. Some weaknesses have been apparent since inception of the price index. The “fixed 
market basket” approach produces a relatively rigid measurement, one inherently insensitive to 
product substitution by consumers. The difficulties of quantifying the impact of new products 
and quality improvements were also noted more than 35 years ago. 

Only recently has BLS begun to address these longstanding issues in broader, some might 
say bolder, terms than was evident in previous, limited adjustments or experiments. Today, we 
will hear about the Administration’s plaas for near-term CPI improvements, the BLS research 
agenda and their plans to improve the quantity, quality and timeliness of CPI data. 

In the longer term, the challenge will be to make sure a static CPI is not distorting our 
view of an increasingly dynamic economy. Modifications must keep pace with fundamental 
changes in products, prices and corisumer behavior or the Consumer Price Index will become 
less accurate, and therefore less useful as the basis of cost-of-living calculations. 
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Statement of Rep. Christopher Shays 
April 30, 1997 
Page 2 


Our second panel of economists wUl address these issues and offer their views on both 
short and long term improvements to the CPI. 

It has been said statistics are often difficult to swallow, impossible to digest Statistics 
like the CPI can seem shrouded by an impenetrable cloud of arcane economic theory and 
complex statistical formulas. We look to those entrusted to calculate key economic indices, our 
witnesses today, for clear answers and unequivocal assurances regarding the continued 
impartiality and accuracy of the CPI. 


Welcome, and thartk you for being here. 
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Mr. Waxman. Thank you very much, Mr. Chairman. I want to 
thank you for holding this hearing, and I want to express my con- 
currence with your statement. 

The CPI involves many complex issues, and any change in that 
index is going to affect millions of people. I believe that any revi- 
sion to the CPI should he made by the expert statisticians and 
economists at the Bureau of Labor Statistics. 

Revising the CPI should not and must not be a political decision. 
During the last several weeks of budget negotiations there has 
been much speculation over whether an adjustment to the CPI 
should be part of the budget package. In fact, today’s newspapers 
report that, in behind-the-scenes talks, negotiators are discussing 
adopting “experimental inflation indexes.” 

According to the reports, the cost of living measure would not be 
expressly changed, but an assumption to make those changes 
would be built into the budget deal. The formula mentioned could 
cut the CPI by as much as one-half of a percentage point. 

I strongly oppose any change in the CPI that is motivated solely 
by budget-balancing expediencies. CPI savings should not be used 
as some last-minute filler for a hole in the budget, particularly for 
a budget that contains deep cuts in Medicaid, the health care pro- 
gram for the very poor, and, in my view, unjustifiable tax cuts for 
the wealthy. 

It is essential that a CPI fix not result in a budget that achieves 
balance by irresponsibly sacrificing the interests of Social Security 
recipients, veterans, and other hard-working Americans, so that 
the money they have earned is redistributed to the wealthiest in 
our country. 

Let’s keep politics out of the CPI. We should all support addi- 
tional funds to continue the work of BLS as a first-rate agency and 
fully support the professional decisions that its experts make based 
on the facts. I don’t want to see this budget build in some assump- 
tion that will exert pressure on the Bureau to live up to that expec- 
tation. I think it is completely inappropriate to do that. 

When the President presented his budget, he made certain as- 
sumptions based on the BLS expectations of what the CPI would 
be. We ought to stand with that and not change it for any political 
reasons, in order to deal with lack of sufficient revenues or cuts to 
bring the budget in any kind of balance. 

I think this is a hearing well worth having. It is important for 
us to look at these questions, and I thank you very much, Mr. 
Chairman, for holding it. 

Mr. Snowbarger. Mr. Sanders. 

Mr. Sanders. Thank you very much, Mr. Chairman. 

I concur with Mr. Waxman. These are important hearings, and 
I’m glad that we are holding them. 

I find it curious that there is so much attention being paid, in 
the last year, to the CPI. Having been involved in politics for a lit- 
tle while, I have the feeling that that interest is not just because 
of intellectual curiosity on the part of Members of Congress but, as 
Mr. Waxman indicated, has something to do, perhaps, with the 
budget process. 

What I fear very much is that there are some people in Congress, 
or maybe in the White House, who would like to use a change in 
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the CPI to balance the budget in a way that I consider to be very, 
very unfair. 

Mr. Snowbarger, you mentioned earlier about the Soviet Union. 
Remember, in the days of the Soviet Union, when they didn’t reach 
their quotas, all they would do is change the quota. So I fear very 
much now, instead of changing the economy to protect our elderly 
or our working people, what we are going to do is change the sta- 
tistics and tell them, “Hey, you didn’t know it, but things are really 
much better than you thought. You thought you were working 
longer hours for low wages, but we have new statistics to tell you 
you’ve never had it so good.” 

Elderly people in my State can’t afford their prescription drugs. 
They can’t afford to heat their homes. And I think, I fear very 
much that there are some people who would like to tell those folks, 
‘You’re wrong. Things are really good. Look at the statistics.” 

I would say, Mr. Chairman, not having done an exhaustive study 
on the issue, but based on my own personal observations and read- 
ing a little bit about it, that for senior citizens, at least in some 
parts of this country, not only is the CPI not too high, it probably 
underestimates the increased costs that they incur in a given year. 

Perhaps Ms. Abraham will discuss that later, but I can tell you 
that, in my State, a lot of our senior citizens spend a lot of their 
money on health care, health care needs, prescription drugs. My 
understanding is that the cost of health care is going up consider- 
ably higher than the cost of inflation, in general. 

In my State, where the weather gets 20 below zero, people spend 
a lot of money on home heating fuel. The cost of home heating fuel 
is going way up. Now, I understand that computers are going 
down, but most of the senior citizens in my State, who are trying 
to get by on $7,000 or $8,000 a year, are not investing many thou- 
sands of dollars in computers. 

So I would argue that, based at least on what I see, for security 
who are on Social Security, probably the CPI underestimates the 
increased costs that they deal with every year. I would very strong- 
ly oppose any effort to cut the CPI as a back-door way of balancing 
the budget. 

What I fear very much is the politics of this whole issue, because 
I can see that it would be very easy for politicians to get up there 
and say, “We’re not cutting Social Security; we’re just readjusting 
the CPI. And we’re sorry, the senior citizen who is trying to get by 
on $7,000 a year, you’re going to get $100 less. But that’s not a cut; 
that’s just a readjustment.” I hope that this Government does not 
stoop to that level. 

Thank you very much, Mr. Chairman. 

Mr. Snowbarger. Mr. Towns. 

Mr. Towns. Thank you very much, Mr. Chairman. 

Thank you for holding this important and timely hearing. While 
most Americans have no idea how the Bureau of Labor Statistics 
calculates the Consumer Price Index, all of us are greatly affected 
by the calculations. The CPI affects everything from interest rates 
to taxes, to Social Security payments. In a very fundamental way, 
the CPI plays an important role in the quality of life for the citi- 
zens of our country, especially our senior citizens. 
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For years, some economists have argued that the Consumer Price 
Index significantly overstates inflation. Other economists have ar- 
gued that the CPI is a reasonably good measure of inflation, need- 
ing only modest adjustments. 

Reaching a consensus between these divergent points of view will 
be difficult and extremely complex. However, with Congress and 
the administration seeking the least painful way to balance the 
Federal budget, the CPI debate has suddenly become a significant 
factor in the budget negotiations. That is wrong. 

Our need to balance the budget should not drive a decision about 
whether to change the Consumer Price Index. Economists at the 
Bureau of Labor Statistics should make these decisions, not the 
Congress. These decisions should be made by the experts. 

We need to examine how any recommended changes will affect 
the working men and women of our country, our senior citizens, 
and our Nation’s poor. We must be careful not to balance the budg- 
et on the backs of those who can least afford it. 

I would like to join my colleague. Congressman Bernard Sanders, 
in saying that we need to be very sensitive to the needs of our sen- 
ior citizens and people that have to pay a tremendous amount of 
their money, in terms of health care, and providing services for the 
poor. We need to be very sensitive to those kinds of issues. 

Mr. Chairman, I would like to welcome all of our witnesses 
today, and I look forward to working with you on this issue. But 
I want to say right up front, I have some deep concerns when I 
think about Members of Congress getting involved in this process, 
when I think it should be left totally up to the experts. 

Thank you. 

Mr. Snowbarger. Mr. Barrett, do you have an opening state- 
ment? 

Mr. Barrett. No. 

Mr. Snowbarger. All right. 

I think, with that, we are ready for our first panel today, and 
that is Ms. Katharine Abraham, who is the Commissioner of Labor 
Statistics at the Department of Labor. 

Ms. Abraham, I would ask if you would stand, please. This is 
something we put everyone through that comes before the com- 
mittee. 

[Witness sworn.] 

Mr. Snowbarger. With that, welcome to the committee, and we 
look forward to your testimony. 

Before you go on, let me get a few housekeeping things out of the 
way. First of all, I would ask unanimous consent that all members 
of the subcommittee be permitted to submit an opening statement 
for the record, and that the record remain open for 3 days for that 
purpose. Without objection, so ordered. 

I ask, further, unanimous consent that all witnesses be per- 
mitted to include their written statements in the record, and that 
the record remain open for 3 days for that purpose. And without 
objection, so ordered. 

[The prepared statement of Hon. Dennis J. Kucinich follows:] 
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Opening Statement ^ ^ kuC/meLv 

Hearing on the Accuracy of the Consumer Price Index 
April 29/1997 

Mr. Chairman, Fd like to thank you for giving the subcommittee the 
opportunity to learn more about the consumer price index, arguably the most 
important statistic in our lives. 

The CPI is important to business. It is used by American corporations in 
every aspect of their business. It is used by government as a basis for the 
Cost of Living Adjustment to protect senior citizens, veterans and children 
from the erosion of their benefits. 

The CPI is as complicated a statistic as it is important. The issue of accuracy 
is not new. The BLS has devoted a lot of consideration and study to the 
many different aspects of their calculation of inflation. The BLS does not 
dispute that there are “biases” in their calculation. They acknowledge that 
there are factors that influence the calculation of inflation. 

The context of today’s hearing is that there is a lot of pressure to revise the 
CPI. We recognize that there is considerable pressure to do so in order to 
make it easier to balance the budget by decreasing the cost of living 
adjustment that protects benefits payments from erosion. 

I look forward to hearing from the Bureau of Labor Statistics today 
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Mr. Snowbarger. Ms. Abraham. 

STATEMENT OF KATHARINE G. ABRAHAM, COMMISSIONER OF 

LABOR STATISTICS, DEPARTMENT OF LABOR, ACCOM- 
PANIED BY WILLIAM BARRON, DEPUTY COMMISSIONER OF 

LABOR STATISTICS 

Ms. Abraham. Thank you very much, Mr. Chairman. 

I do have a written statement that I would like to submit for the 
record. In light of the specific questions that I understood the sub- 
committee was to focus on, however, my remarks this morning are 
oriented toward talking about the actions that the Bureau of Labor 
Statistics has taken and is considering taking to make the CPI the 
best possible measure it can be. 

I would be happy, of course, to answer any questions that you 
or other Members might have about my submitted testimony, 
which examines some of the difficult conceptual and operational 
issues that have been raised about the use of the CPI as a proxy 
for change in the cost of living, including such things as the appro- 
priate treatment of substitutions made by consumers in their pur- 
chasing decisions in response to changes in relative prices, changes 
in the quality of goods and services, and the increased availability 
of new goods and services in the marketplace. 

As you well know, interest in CPI measurement issues has 
heightened dramatically in the last few years, particularly in light 
of the impact of the index on Federal expenditures and receipts. 
Many, if not most, of the issues under discussion originated with 
research produced by the Bureau of Labor Statistics staff. 

I am proud to be able to say that the BLS has a long tradition 
of being in the forefront of price measurement research and oper- 
ational innovation. A list of the many improvements the BLS has 
made to the CPI over the years is attached to my formal statement. 

I would like, if I could, to draw the subcommittee’s attention, in 
particular, to the series of improvements in the index the BLS has 
made in the last 2 years alone. These improvements include the 
identification and solution of the so-called “formula bias” problem, 
and the introduction earlier this year of a new approach to the 
measurement of prices for hospital services. We previously have es- 
timated that the various improvements made during 1995 and 
1996 have probably had the net effect of reducing the rate of 
growth of the CPI by about 0.2 percentage point per year. Some of 
the changes made it grow slower. There was one change, in par- 
ticular, that probably led to an index that grew slightly faster. 

In addition, earlier this month we commenced publication of a 
new experimental measure that, under certain conditions and as- 
sumptions, may better reflect consumer substitution within CPI 
item categories than the existing measures. Evaluation of the geo- 
metric mean formula underlying the new measure likely will lead 
to its partial adoption in the official CPI, which would address, in 
the terms of the Boskin Commission’s report, the lower level sub- 
stitution bias. 

We will make a decision by the end of this year as to which CPI 
categories should employ this geometric mean formula, and we will 
introduce these modifications into the official index, most likely 
with the release of data for January 1999. Our estimate is that this 
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will reduce the rate of CPI growth by somewhere between zero and 
a quarter of 1 percent per year, depending on how many and which 
CPI categories are modified to use the geometric mean approach. 

I also would like to report that the critical activities associated 
with the periodic CPI revision, for which we first requested and re- 
ceived funding from the Congress in 1995, remain on course. The 
CPI for the month of January 1998 will include new expenditure 
weights, updated from the 1982 to 1984 weights currently in use 
to weight based on data for the 1993 to 1995 period. The Congres- 
sional Budget Office has estimated that this change will reduce the 
annual rate of increase in the CPI by 0.2 percentage point per year. 

Further, I am pleased that the BLS has been able to propose a 
series of steps to strengthen the statistical and methodological in- 
frastructure of the current CPI program. In addition to the funds 
to continue the CPI revision, as previously described, our 1998 
budget seeks about $2 million in new funding that will make it 
possible for us to begin the work needed to ensure that future CPI 
revisions can be conducted more rapidly. 

The same proposal includes funding to support enhancements to 
our methods for dealing with the changes in the quality of items 
consumers purchase, which, again, referring to the Boskin Commis- 
sion report, was one of the big issues that they focused on, and also 
the emergence of new goods in the marketplace, another important 
issue. 

Finally, the funds we have requested also would allow us to 
produce supplemental measures that account for substitution 
across item categories, the so-called “upper-level substitution bias,” 
in a way that is not possible in the official CPI. 

I have tried to be brief in identifying the actions that we have 
underway to improve the CPI. I would, of course, be happy to de- 
scribe any of these in greater detail or, indeed, to respond to any 
questions you might wish to ask. 

Thank you. 

[The prepared statement of Ms. Abraham follows:] 
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Testimony of 

KATHARINE G. ABRAHAM 
COMMISSIONER OF LABOR STATISTICS 
before the 

SUBCOMMITTEE ON HUMAN RESOURCES 
HOUSE COMMITTEE ON GOVERNMENT REFORM AND OVERSIGHT 

APRIL 30, 1997 

I appreciate the opportunity to testify today in response to the Subcommittee’s 
questions about the actions the Bureau of Labor Statistics (BLS) has taken and will be 
taking to improve the accuracy of the Consumer Price Index (CPI). To provide some 
context for the activities I will describe this morning, I also will discuss some of the 
measurement issues raised in the December 1996 report Of the Senate Finance 
Committee’s Advisory Commission to Study the Consumer Price Index. 


It is important to note at the outset that the BLS has a long tradition of being in the 
forefront of price measurement research and operational innovation. Attached to my 
statement is a document listing many of the improvements to the procedures used in 
constructing the CPI that the BLS has made over the years (Attachment A). I would 
particularly draw the Subcommittee’s attention to those improvements introduced over 
just the past two years, including steps taken in 1995 and 1996 to identify and resolve 
the so-called “formula bias” problem, and the introduction earlier this year of a new 
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approach to the measurement of prices for hospital services. These refinements are 
indicative of the Bureau’s ongoing commitment to keeping its measures as accurate 
and up-to-date as possible. 

The Bureau, in fact, has efforts currently underway and future activities plaimed that 
will further improve the accuracy of the index. Just this month we have begun issuing 
a new experimental measure that is designed to help us in identifying the best way to 
address the so-called “lower-level” substitution bias in the CPI (which I will describe 
at greater length a bit later in my testimony). I also am pleased that the President’s 
Fiscal Year (FY) 1998 budget includes a program increment that will allow us to take 
several additional steps toward increasing the accuracy of the CPI. The BLS will be 
requesting resources to speed up the process of updating the CPI market basket in 
future revisions. Resources to expand the collection of information on the prices and 
characteristics of certain goods and services, together with resources to be devoted to 
the early identification of new goods as they become available in the marketplace, also 
will be requested. This information will enable us to improve the methods we use to 
adjust for quality change and to insure that new items are brought into the index in a 
more timely fashion. Finally, the request provides for the production of supplementary 
measures of change in consumer prices that we believe would provide eloser 
approximations to the change in the cost of living than the currently published CPI. 

At the appropriate points in my testimony, I will indicate the relationship between 
these current and planned activities and the issues raised in the Commission’s report. 
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The Advisory Commission’s report begins with one overarching recommendation: 

“The BLS should establish a cost of living index (COLI) as its objective in measuring 
consumer prices.” This seems basically right to me. Indeed, the BLS long has said 
that it operates within a cost-of-living framework in producing the CPI. That 
framework has guided, and will continue to guide, operational decisions about the 
construction of the index. Putting things slightly differently, if the BLS staff or other 
technical experts knew how to produce a true cost of living index on a monthly 
production schedule, that would be what we would produce. I therefore have no 
fimdamental disagreement with the Coimnission about what the objective of our CPI 
program ought to be, though we disagree to some extent about what changes to the 
index would be feasible and prudent and about the timetable on which those changes 
could be implemented. 

More specifically, the Commission’s report focuses on two broad issues concerning the 
CPI as a proxy measuring changes in the cost of living of the U S. consumer. The 
first is substitution bias, comprising what the Commission terms lower-level and 
upper-level components. The Commission believes that these components together 
impart an upward bias in the CPI of 0.4 percentage point per year. The second broad 
issue involves hOw best to treat changes in the quality of goods and services that 
consumers buy, changes in how and where those goods and services are sold, and the 
emergence of new goods and services. The Commission believes that failure to adjust 
adequately for these effects imparts a 0.7 percentage point per year upward bias to the 
CPI. The total overstatement of the change in the cost of living due to substitution 
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bias and other problems together is judged by the Commission to amount to 1.1 
percentage points per year. 

Let me talk first about substitution bias. Like the Commission members, I also am an 
economist Almost any economist would agree that an index such as the CPI that 
tracks the cost of purchasing a fixed market basket of goods and services represents an 
upper bound on the change in the cost of living. Indeed, for many years, the BLS has 
attempted to explain exactly this point 

Operationally, as the Commission suggests, substitution bias may show up at two 
levels. By way of background, the CPI is constructed by first aggregating the roughly 
90,000 price quotations collected each month to form a series of subindexes for 
categories of items such as “Apples,” “Men’s Shirts,” and “Prescription Drugs,” and 
then aggregating those subindexes to form the overall CPI. The formula used to 
aggregate the individual price quotations to form the subindexes does not account for 
consumers’ ability to substitute across items within item categories when the relative 
prices of those items change - for example, when the price of Delicious apples 
increases and the price of Granny Smith apples falls. Similarly, the formula used to 
aggregate the subindexes to form the overall CPI does not reflect the substitution 
across item categories that takes place when the relative prices of items in different 
categories change - for example, when the price of apples falls relative to the price of 
oranges. Were such substitution taken into account, the CPI undoubtedly would rise 
less rapidly. 
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To address the so-called lower-level substitution problem, the Commission has 
suggested adoption of an alternative formula for aggregating price quotations, one that 
has been under investigation by the BLS over the past several years. As noted above, 
the current CPI formula does not allow for the potential substitution among items 
within a category, such as between different varieties of apples, when the relative 
prices of those items change. The proposed alternative formula, termed the geometric 
mean formula, is based on a different assumption about consumers’ substitution 
behavior, namely that consumers substitute among items in such a way as to hold the 
share of their expenditures devoted to each item constant. Neither the assumption of 
no substitution underlying our current practice nor the assumption underlying the 
geometric mean formula is likely to provide a close approximation in all cases. It may 
be more plausible to assume that consumers substitute freely between types of apples 
or between brands of television sets when their relative prices change than to assume 
similar substitutability between types of prescription drugs or between electric power 
companies in an area. As I indicated earlier, the BLS has begun issuing a monthly 
experimental measure that is constructed using the geometric mean formula in all 
index components, and will make a decision by the end of this year as to which 
components of the official CPI should employ the geometric mean formula.. 

Upper-level substitution bias occurs because the formula currently used to aggregate 
CPI subindexes ignores the fact that consumers substitute across item categories when 
relative prices change. Here, however, the nature of the operational problem faced by 



the BLS is a bit different than that at the lower level of item aggregation. The 
detailed data needed to account for lower-level substitution in the calculation of CPI 
subindexes are simply not available. In contrast, at the upper level of item 
aggregation, the BLS does collect information on consumer expenditures across item 
categories, like apples, men’s shirts, and prescription drugs. Therefore, it is possible 
to construct a measure that accounts for substitution across those item categories in 
response to relative price changes, though not on the same-schedule as the current CPL 
The expenditure information reqmred to construct such a measure — one of the so- 
called superlative indexes — is available only with a lag, so that the index cannot be 
produced until the fall following the year to which it applies. The BLS currently 
produces these measures on an experimental basis, and would be happy to produce 
them to a higher standard of precision and reliability. Thus, we are receptive to the 
spirit of the Commission’s recommendation that we produce an annual superlative 
index as a supplement to the official monthly CPI, and will be able to make 
substantial headway in this regard if we receive the FY 1998 program increase we are 
requesting. 

Recognizing the unavoidable time lag in producing a true superlative measure, the 
Commission recommends that the BLS explore steps that might make the monthly CPI 
a better approximation to such an index. The Commission has suggested, for example, 
that updating the index’s expenditure weights on a continuous rather than a periodic 
basis and changing the formula for aggregating subiridexes might make the CPI behave 
more like a superlative index. The BLS is, of course, open to exploring this sort of 
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option, as can be seen in the variety of experimental indexes we have published for 
some time, and we will continue our work in this area. Adopting any option that has 
neither a sound theoretical foundation nor a clear empirical justification, however, 
would be a mistake. We can produce superlative measures, albeit with a lag, and thus 
convincingly deal with the “substitution bias” problem. I believe we would gain little, 
and possibly do much damage to the credibility of our statistical system, if we were to 
move hastily to adopt untested techniques for producing the official CPI. 

Because it has received so much attention, f have spent a good deal of time talking 
about substitution bias. The largest share of the bias in the CPI that the Commission 
concludes exists -- 0.7 percentage point per year, or nearly two-thirds of the total of 
1.1 percentage points per year — arises from other sources. The Commission believes 
that the failure to make adequate adjustment for changes in the quality of the goods 
and services people buy and to account properly for the value to consumers of newly 
available goods, together with deficiencies in the way the CPI treats differences in the 
prices charged at different retail outlets, constitute a serious problem. 

Before commenting cm the evidence marshaled by the Commission in support of its 
conclusions in the quality/new goods area, I would like to note that the BLS already 
has procedures in place designed to account for changes in the quality of the items 
being priced. (It often mistakenly has been assumed, though not by the Commission, 
that BLS makes few or no such adjustments.) Although I would readily acknowledge 
that our adjustment procedures are not perfect, they do have a very important effect on 



the rate of price change the BLS reports. The best available information on this point 
applies to a CPI subindex covering roughly the commodities and services component 
of the market basket (about 70 percent of the total, with shelter the largest exclusion). 
During 1995, this subindex would have risen by 3.9 percentage points had these 
procedures not been applied. Because of their application, however, the subindex 
actually rose by only 2.2 percentage points over the year. Roi^hly speaking, these 
figures imply that the adjustments made by the BLS for changes in the quality of these 
goods and services amounted to 1.7 percentage points over the course of a single year. 
(These figures are somewhat different from those 1 reported in other testimony earlier 
this year. We have refined our prior estimates principally to exclude some “quality 
adjustments” that are made to account for changes in units of measurement or 
package size that might not normally be thought of as quality change.) I would add 
that the BLS also has established procedures for bringing new items and new outlets 
into the index. The expenditure share information used to aggregate the CPI 
subindexes is updated only once every ten years or so, but the specific stores in which 
prices are collected and the specific items priced are reselected on a five-year cycle. 
Although more frequent sample rotations undoubtedly would be desirable, it is a fact 
that a considerable share of the resources available for producing the CPI are devoted 
to ensuring that the sample of items priced is representative of what consumers 
actually are purchasing. 

The Commission does not argue, of course, that the BLS is not making a good effort 
to address quality/new goods biases, but rather that, in spite of a good effort, residual 
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bias remains. The report’s approach to assessing this residual bias is to divide the 
index into 27 categories, and then to make a judgment about the magnitude of the bias 
in each case. Unfortunately, the evidence applicable to many of these categories is 
rather sparse. 

In some of the categories, absent evidence, the Commission is forced to fall back on 
its best Judgment. The food and beverages categories are perhaps the best examples; 
the Commission’s estimates of upward biases in these categories rest exclusively on 
not implausible, but unsubstantiated, judgments regarding the value to consumers of 
increased variety on grocery and liquor store shelves, together with the value of greater 
choice in restaurants. 

In other cases, members of the Commission have produced evidence that bears on the 
trend in prices for particular sorts of items.- I cannot say, however, that this evidence 
always leads me to the same conclusions as those reached by the Commission. The 
Commission’s estimate that the growth in prices of new and used cars has been 
overstated by 0.6 percentage point per year in the recent past, for example, rests on 
data showing that the average age of cars on the road has risen, together with an 
assmnption that current CPI procedures do not capture any of the increases in 
automobile durability that may have occurred. This latter assumption, however, is 
incorrect; attached to my testimony is a document listing some of the many durability- 
related model changes for which adjustments have been made in the CPI over the past 
few years (Attachment B). 



20 


- 10 - 

The Commission’s estimate that the CPI has overstated the rate of growth of apparel 
prices by 1.0 percentage point per year since 1985, to take another example, rests on a 
comparison of the official CPI data with price indexes constructed using Sears 
catalogue prices for items remaining unchanged firom one year to the next. Even 
beyond the reservations I have about drawing any general conclusions based upon the 
prices chm-ged by a single catalogue merchant, I am skeptical of any index based only • 
on the prices of unchanging items, particularly in a market segment where changing 
fashion is as important as it is in apparel. 

On another note, I also would have found the report more persuasive had the 
Commission made a more systematic effort to explore the possible existence of 
negative biases in the CPI. Other analysts have hypothesized reduced convenience and 
comfort of air travel, and deteriorating quality of higher education, as examples of 
quality decreases that are ignored in the CPI. More generally, whereas the 
Commission notes some service quality improvements, such as the introduction of 
automatic credit-card readers at gasoline pumps, the BLS often hears complaints about 
broad-ranging declines in the quality of customer service, which are equally difficult to 
incorporate in the CPI. 

A more subtle issue is that price increases for many goods occiu intermittently and 
often are timed to coincide with model replacements or other quality improvements. 

The BLS commonly adjusts for quality differences between successive models by, in 
effect, treating the difference in price between them as wholly attributable to a 
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difference in quality. There is a risk that this procedure over-adjusts for quality 
change, imparting a downward bias to the index. Methods have been introduced to try 
to minimize that possibility, but the Commission paid little attention to this potential 
problem. 

Close to half of the quality/new goods bias the Commission believes exists in the 
overall CPI is judged to occur in just two areas of the index: medical care and high- 
tech consumer goods. These clearly are components of the index in which the BLS 
faces particularly difficult measurement problems, though I cannot say what the 
magnitude of any bias in these index components might be. 

From a BLS perspective, the most important question about possible quality/new goods 
problems is what we might do to improve our procedures and ameliorate those 
problems. Recognizing the particular difficulties associated with measuring medical 
care prices and high-tech consumer goods prices, the BLS has devised and aimounced 
important improvements in our methods. Tltese include changes in our hospital price 
measurement procedures, effective with the data for January of this year, and 
prospective changes in our sample rotation procedures that will allow us to update item 
samples in rapidly changing market segments more frequently than once every five 
years (at the cost of less frequent updates in more static market segments). In 
addition, the FY 1998 budget we are submitting would allow us to make important 
progress in the quality/new goods area, by supporting greater use of techniques that 
explicitly account for changes in the characteristics of items being purchased and 
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implementation of more aggressive procedures for identifying and beginning to price 
new goods promptly once they appear in the marketplace. 

The Commission’s report also discusses the question of new outlet bias, namely, how 
changes in the mix of retail outlets at which consumers shop ought to be treated. 
Current CPI procedures treat purchases of a particular item at different retail outlets as 
distinct transactions; the prices at the different stores are never directly compared. 

This could impart an upward bias to the CPI if, for example, stores offering lower 
prices but comparable service gained in market share. As a practical matter, however, 
measurement of any such bias is complicated by the fact that different types of outlets 
commonly offer quite different shopping environments. Research on the factors 
affecting consumers’ choices about where to shop ultimately may be helpful in 
devising appropriate procedures for dealing with changes in outlet mix. 

All of this, however, leaves us a long way from having a complete solution to the 
quality/new goods and new outlet problems the Commission believes exist with the 
CPI. There is much of what the Commission discusses that we do not know how to 
measure — or, to put it another way, for which economists simply do not have 
operational procedures to correct the problems cited. Let me try to illustrate what I 
mean. 

Has the variety of goods and services available to consumers grown? I am certain that 
it has. Is this variety of value to consumers? Again, I would answer yes. We are. 
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however, a very long way from being able to measure the value of that variety, and 
thus a very long way from being able to reflect the value of increased variety in the 
monthly CPI. We have been actively working on potential uses for scanner data in the 
CPI, one of which might be to allow us to identify new product introductions soon 
after they occur. Unfortunately, the techniques available for measuring the gains in 
consumer welfare from those new products (and the losses from product 
disappearances) are in their infancy, and may never be adaptable for implementation in 
a large, ongoing price measurement program like the CPI. 

To take another example, I would readily acknowledge that there have been major 
improvements in the medical treatment available for many serious health problems -- 
improvements that have been of indubitable value to those suffering from the 
afflictions in question. Unfortunately, as a general matter, the BLS has no good way 
to measure the value of these improvements. Consider, to take just one example, a 
hypothetical improvement in knee siu-gery techniques that gives patients greater 
mobility following surgery than they previously could have expected. This improved 
mobility tmdoubtedly would be of value to those who benefit from the improvement in 
technique, but there is no obvious or clearly objective way to quantify that value. This 
is, 1 believe, an important point about which the Commission and the BLS are in 
agreement. 

The BLS is committed to producing the very best CPI it can. Indeed, as I’ve noted, 
our Fiscal Year 1998 budget request proposes an increase in funding that would enable 
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us to make significant progress on a number of the issues we have discussed here 
today. Although 1 believe that we can make important improvements in the CPI, I do 
not believe it to be possible to produce a perfect cost-of-living measure. This means 
that those who use the data we are able to produce should recognize the limitations of 
those data and exercise judgment accordingly concerning whether and how the data 
ought to be used. 
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ATTACHMENT A: IMFROVEMENTS TO THE CPI 


Change 

Date 

Desciiption 

New Construction 

1966 

Rent samples augmented with units built after 1960. 

Quality Adjustment of New 
Automobile Prices 

1%7 

New automt^ile prices at^u^ed for qudUity different 
after model changeovers. 

Sample rotation 

1981 

Introduced a systematic replac^^t of outlets 
between major revisions. 

Rental Equivalence 

1983 

Changed homeowners' component from cost of 
purchase to value of i^tal services for CPI-U. 

Return fiom Sale Price 
Imputation 

1984 

Introduced procedure to eliminate downwani bias due 
to items discontinued by outlets that went out of index 
with discounted prices. 

Rental Equivalence 

1985 

Changed homeowners' component to value of rental 
s«vi<»s for CPI-W. 

Eidianced Seasonal Products 
Methodology 

1987 

Enhanced methodology used for seasonal items by 
expanding the number of price quotations to allow 
seleirtion of products from alternate s^sons and 
eliminate under-representation of such items. 

Quality Adjustment of Used 

Car Prices 

1987 

Used car prices adjusted for difterences in quality after 
modd changeovers. 

Aging Bias Correction 

1988 

Rental values adjusted for aging of the housing stock. 

Inqmtation Procedures for 

New Cars and Tracks 

1989 

Price chants for non-comparable new modds imputed 
using only the constant>quality price changes for 
comparable model changeovers. 

Quality Adjustment of 

Apparel Prices 

1991 

Regression models used to adjust apparel prices for 
changes in qualit> when new clothing lines introduced 
and eliminate bias due to Unking product substitutions 
into the CRI. 

Discount Air Fares 

1991 

Substitution rules modified to expand pridng of 
discount airline fares. 

Sample Augmentation 

1992 

Increased the number of outlets fiom which prices are 
collected to replace sample lost through sample 
attrition. 
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New Models Imputation 

1992 

Refilled imputation methods used when introducing 
new sample items into the CPI. 

Hotels & Motels 

1992 

Samples for hotels and motels quadrupled to reduce 
variances related to seasonal pricing. 

Seasonal Adjustment 

1994 

Procedures for seasonal adjustment revised to eliminate 
residual seasonality effects. 

Quality Adjustment for 
Gasoline 

1994 

Treated “reformulated” gasoline as a quality 
improvement and adjusted the price to reflect quality 
difference. Impact of the change estimated. 

Generic Drags 

1995 

Introduced new procedures which allow generic drags 
to be priced when a brand drag loses its patent 



27 


ATTACHMENT A: IMPROVEMENTS TO THE CPI, CONT. 


Food at Home Base Period 

Prices 

1995 

Intro^ced seasoning procedures to elur^ate upward 
bias in setting of base period prices of newly initiated 
items. 

Rental Equivalence 

1995 

Modified imputation of homeowners' implicit rent to 
eiimtn^e the upward drift property of the ojirent 
estimator. 

Composite Estimator Used in 
Housing 

1995 

Replaced composite estimator with a six-month chain 
estimator. Under-reporting of one-month rent changes 
had faulted in missing pric« change in residential rent 
and home-owners' equivalent rent. Old ^timator ^so 
produced higher variances. 

Commodities and Services Base 
Period Prices 

1996 

Extended food-at-home seasoning procedures to 
remainder of commodities and services series. Base 
period prices left unchanged in most noncompaiahle 
sid)stititions. 

Hospital and Related Services 

1997 

Reclassified item strata to better reflect shifts in patterns 
of treatment. Shifted to pricing services on selected 
patient bills to reflect akemarive reimbursem«it 
methods and to improve quality adjustment. 
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ATTACHMENT B: EXAMPLES OP NEW CAR REIIABIUTY/DURABIUTY 
QUAmY AD roSTMENlS IN THE CM SINCE 19S2 


•. Improved corrosion protection - body, declrical system, liiel 
tai^ pump, shocks, brakes and cables 

•. tocreasaJ w-arrantiM 

•. Body side cladding 

». Sealing improvements 

•. . Stainless steel exhaust 

•. Longlife spark plugs* 100,000 mile life 

•. hnproved steering gears 

•- Powatrain improvements 

>. Dextron HI transmission fluid - 100,000 mile life 

•. WatCT pump front face - 150,000 mile life 

•. Battery saver. 

•. Increased catalyst load - 100,000 mile life 
•. Rust resistant &el injection -100,000 mile I 
•. Clearcoat paint 
•. sided galvanized steel botly panels 
». Serpentine drive belt 
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Mr. Snowbarger. We don’t want you to be spooked by the light. 
If you have more to offer, we would be happy to give you the time. 

Ms. Abraham. No, that was perfect timing. 

Mr. Snowbarger. All right. 

I would like to start off with a question that really kind of goes 
to the heart of, I guess, why this seems to be in controversy, and 
that is that we, as a Congress, have determined that whether it’s 
tax brackets, or whether it’s benefits of all kinds, these should 
somehow be adjusted for cost of living. Could you explain for the 
committee the difference between a Consumer Price Index and a 
cost of living index? 

Ms. Abraham. The main conceptual difference between a cost of 
living index and a Consumer Price Index is that, ideally, a cost of 
living index would take into account the fact that, when prices of 
some things go up, prices of other things go up, at least in relative 
terms; that consumers can change their buying patterns in such a 
way that they don’t need as much more money to achieve the same 
level of well-being as they would if they just kept buying what they 
were buying to be^n with. 

The cost of living measure would take that into account. The 
Consumer Price Index, which is based on tracking the cost of a 
fixed market basket of goods and services, historically has not. 

There are a whole set of other issues related to trying to track 
the cost of living, which have to do with how you take into account 
changes in the quality of goods and services. That’s all very dif- 
ficult. But, in principle, what you would want to do for a cost of 
living measure would be the same as what you want to do with 
putting together the Consumer Price Index. 

Maybe one other comment: When we talk about the Consumer 
Price Index, we describe it as an upper-bound approximation to a 
cost of living index; a particular cost of living index. It’s the cost 
of purchasing the things that people buy out-of-pocket, assuming 
that nothing is changing in the environment, that taxes are not 
changing, that the quality and quantity of public services provided 
is not changing. So it’s an approximation to one particular cost of 
living measure. 

Mr. Snowbarger. Would it be fair to say that a number of the 
criticisms that came out of the Boskin report are basically criti- 
cizing CPI for not being a cost of living index, as it should be, or 
as they would envision it to be? 

Ms. Abraham. The discussion of substitution bias is really that. 

Mr. Snowbarger. Well, substitution bias, but also trying to fig- 
ure out these decisions, how people both substitute outlets and 
goods in their buying patterns. 

Ms. Abraham. Yes. All of these issues relate to things that, in 
the commission’s view, would need to be addressed to make the 
index more closely approximate the cost of living. 

Mr. Snowbarger. One of the concerns that I have is how long 
all this seems to take. I mentioned in my opening statement the 
Stigler Committee report back in 1961, and then I also think I read 
last night, in perhaps testimony that you gave to another com- 
mittee, maybe it was the Budget Committee, that there are certain 
things that your office has had under consideration for as many as 
10 years. 
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Can you explain? I will try to locate the statement for you, but 
that maybe you have been looking at the substitution question for 
that period of time. 

Ms. Abraham. It may not be 10 years, but I understand the 
thrust of your broader question. 

Mr. Snowbarger. The broader question is — well, let’s take the 
Stigler Committee report. Can you tell us what BLS has, indeed, 
addressed in changing things over the last — well, I guess that 
would be over 30 years. 

Ms. Abraham. Thirty-five years. 

Mr. Snowbarger. Thirty-five years. In trying to address that 
committee’s concerns, and then, like I said, it seems like there has 
been some anticipation of problems that the Boskin report brought 
out for a long period of time, whether it’s a decade or not. Maybe 
just address the timeframe. 

Ms. Abraham. Let me try to do that. As I read the Stigler Com- 
mittee report, the main issue with which it was concerned was the 
representativeness of the set of items that were being priced for the 
Consumer Price Index at that time. 

At that time, as most countries still do, the United States put the 
Consumer Price Index together by drawing up a list of specifica- 
tions of items to price, and then sending people out to collect prices 
for those things. There is a concern, if you do that, that what you 
end up pricing isn’t going to be representative of what people actu- 
ally purchase, and the Stigler Committee report was very con- 
cerned with that. 

In response to that report, the Bureau of Labor Statistics went 
through a period of research and, in 1978, implemented a funda- 
mental change in the way we put together our Consumer Price 
Index, which involves going out and doing surveys to find out 
where people shop, going into those stores and taking steps to en- 
sure that the items that are priced are representative of what peo- 
ple are actually buying in those stores. 

So there was really a fundamental rethinking of how we put the 
index together that, in my view, is very important to the quality 
of the index. I think, in that respect, what we do is ahead of, better 
than what any other country I’m aware of does. 

Mr. Snowbarger. Right. And I guess — not to interrupt — well, I 
am interrupting. Sorry about that. 

Ms. Abraham. That’s OK. 

Mr. Snowbarger. My concern is that we have a 1961 committee 
report, and here we say that in 1978 we made dramatic changes. 
That’s 17 years. 

Ms. Abraham. Right. These are very complicated programs. 

Mr. Snowbarger. I guess that’s what I need to have explained 
to me. Why does it take so long to make the adjustments once 
these potential inaccuracies or biases are pointed out? 

Ms. Abraham. I wasn’t here. I was in elementary school in 1961. 
So I can’t speak to all that was going on over that period of time. 

Mr. Snowbarger. I understand. 

Ms. Abraham. But I do know, again, from looking at the report, 
that although it contained ideas about issues that needed to be ad- 
dressed, it didn’t have a blueprint for how to go about doing that. 
There was an awful lot of thinking that had to go on between the 
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time this issue about representativeness of the items being priced 
was raised, and that got thought through, and procedures that it 
would be possible to put in place were developed, funding for imple- 
menting those procedures was received, and so on. 

It seems like a long time. I’m not sure, given what was involved, 
that it could have been a lot shorter. There are issues that prob- 
ably are more pertinent to the current discussion, though, and 
maybe I could speak to those. 

Mr. Snowbarger. I’ve really run out of time. I will take the 
chairman’s prerogative to allow you to answer my question, then 
we will go to Mr. Towns. Go ahead, if you want to talk about the 
more current issues. 

Ms. Abraham. Other issues that were raised, and have been 
around for a long time, have to do with substitution bias and the 
quality of goods and services that are purchased, as well as new 
goods that come on the market. 

With respect to the substitution bias, the Bureau, in the context 
of the 1978 CPI revision, took some steps that subsequently have 
led to our being able to estimate the magnitude of substitution 
bias. The surveys that collect the data that have allowed us do that 
got put in place in 1982, and over some subsequent period of time, 
we have been able to analyze those data. 

You need a long time series to figure a lot of that out. So that’s 
part of the answer on just generating the information as to how im- 
portant that effect was. It has been well known that the CPI, be- 
cause it tracks the price of a fixed market basket of goods and serv- 
ices, didn’t take that into account. 

The Stigler Committee report talked about quality in new goods. 
Other people have talked about quality in new goods and how you 
adjust for those. This really is a case where recognizing there is an 
issue and having ideas that let you do something about the issue 
are quite different things. I would say, at this point, that we do not 
have, from the economics profession, from other experts who might 
be able to advise us, from our own work, tools and techniques that 
would let us address the issues that have been raised. 

Mr. Snowbarger. Thank you. 

Mr. Towns. Thank you very much, Mr. Chairman. 

Is there evidence that some groups in our society, such as the el- 
derly, face a higher rate of inflation? If so, how does the Bureau 
of Labor Statistics adjust for this higher inflation? 

Ms. Abraham. That is something that we know, I would say, rel- 
atively little about. The CPI, as you know, is an average measure 
that covers the whole population, the whole urban population. 
Some years ago at the request of the Congress, we began producing 
an experimental Consumer Price Index for the elderly. We did that 
by taking data that we had collected for the regular CPI and just 
reweighting it in accord with the pattern of expenditures of elderly 
consumers. 

That index has, over the period for which we have produced it, 
tended to go up a little bit more rapidly than the overall index, 
maybe three-tenths of a percentage point per year, largely because 
of the higher share of medical expenses in elderly consumers’ budg- 
ets. 
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But there are some real caveats to interpreting that measure. We 
didn’t go out and do special surveys to find out just where elderly 
consumers shop, so the stores we go to are the stores where every- 
one shops. And when we went into those stores, we didn’t collect 
data on the items that elderly consumers were buying. So I think 
that there are some real caveats as to how accurate this measure 
is. 

There is also an issue in that we know that it’s very difficult, to 
adjust appropriately for the changes in the quality of medical care 
that have occurred over time in tracking the cost of medical care. 
The bigger share of medical care expenses is the main reason why 
the experimental index for the elderly has gone up more rapidly 
than the overall index. 

Mr. Towns. So then would you agree that we should get more 
information before we move forward? 

Ms. Abraham. I would not presume to give you advice as to what 
the right policy course might be. I can describe for you the informa- 
tion we have, but I wouldn’t presume to advise you as to what you 
ought to do with it. 

Mr. Towns. I think the point I’m making is, it seems to be some- 
what incomplete. That’s the point I’m making. I mean, even with 
the information that we have. 

Ms. Abraham. Yes. We put together the best measure we could 
construct, given the information we had and absent extra resources 
to go out and construct a whole new index. There are some caveats 
attached to it. 

Mr. Sanders. Would the gentleman yield for a second on that? 

Mr. Towns. I would be glad to yield. 

Mr. Sanders. I think Mr. Towns raises, to me, what is perhaps 
the most important point, and I’m a little bit surprised by your an- 
swer. How many people are on Social Security in America? What 
do we have, 40 million; 35 million people? Many of them are strug- 
gling just to survive on $7,000 or $8,000 a year. Mr. Towns sug- 
gests, and I would tend to agree with him, that perhaps the cur- 
rent CPI underestimates their increased costs. 

Then when he asked you if you’ve looked at that, you say we 
know very little about it. Gee whiz, I mean, a lot of people in 
Vermont are barely getting by. I would hope that we would know 
a lot about it and you would be able to tell us, yeah, the CPI for 
seniors is X or Y. How come we know very little about this very 
important issue? 

Ms. Abraham. This is an issue in which the Congress has been 
interested. We do, as I indicated, produce an experimental meas- 
ure. To go out and collect the data that would be required to 
produce a measure that didn’t have these caveats would mean in- 
creasing the number of elderly people that we interview to find out 
where they shop; when we go into stores, trying to figure out which 
items they are purchasing; and separately tracking the prices of 
those items. 

You would really be talking about, in essence, duplicating the 
whole program of data collection that we have in place to produce 
the Consumer Price Index. 

Mr. Towns. Well, I think, in a growing population, we need to 
take another look at this. But anyway. I’m going to move on. 
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Would you agree with Dean Baker, who is a well-known econo- 
mist at the Economic Policy Institute, who is going to be here — he’s 
in the room now — on our next panel, that if the CPI has been sig- 
nificantly overstating inflation, we would need to throw out much 
of the economic research carried out over the past 40 years? Do you 
agree with that? 

Ms. Abraham. Clearly, if the CPI is dramatically overstated, 
then a lot of what we think we know about the rate of growth of 
real wages, and so on, needs to be modified. 

Mr. Towns. I’m happy to hear you say that. Let me just ask one 
other question. I know my time is up. 

Mr. Snowbarger. Go ahead. 

Mr. Towns. Go ahead? OK. Thank you. 

Let me just say, you argue persuasively that the Bureau of Labor 
Statistics has made adjustments to the CPI to reduce much of the 
formula bias problems. You make a strong argument, but how do 
you account for the fact that many of your colleagues disagree with 
you, including the advisory commission? Why do you think they 
disagree? 

Ms. Abraham. Different people can look at the same evidence 
and end up reaching different conclusions about it. 

Mr. Towns. That further points out what Mr. Sanders said. That 
part sort of frightens me. 

Ms. Abraham. Let me try to be clear on that. There are some 
pieces of what has been looked at that I think there is general 
agreement about. The CPI is tracking the cost of a fixed market 
basket of goods and services, and we know that that’s going to tend 
to mean, b^ecause it doesn’t take substitution behavior into account, 
it’s going to tend to overstate what’s happening to the cost of living. 
We can agree about that. 

We also can agree about how to measure that effect. I don’t have 
numbers at this point. By the end of the year, when we’ve made 
our decisions about the use of the geometric mean formula in the 
index, we will have an estimate of both upper level and lower level 
substitution bias. I think, at that point, we will not only be able 
to agree there’s an issue, we will be able to agree on the magnitude 
of the associated bias. 

It’s when you get into talking about things like quality change, 
new goods, new kinds of outlets that different people looking at the 
evidence can end up in a different place. From my point of view, 
the evidence is quite sparse, and it’s hard to draw firm conclusions. 

Mr. Towns. Let me go to my real question, and then I am going 
to yield. 

Ms. Abraham. These were just warm-ups? 

Mr. Towns. As we talk, right as we speak, the leadership of our 
Nation are currently considering legislative changes to the CPI. As 
a way to reduce the Federal budget deficit, what would you rec- 
ommend to these negotiators? 

Ms. Abraham. I would have no recommendation. My role, as I 
see it, is to try to describe, as accurately as I can, what kind of a 
measure the Consumer Price Index is, if that’s something people 
are interested in. It would not be appropriate for me to get involved 
in discussions about how that measure was going to be used. 
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Mr. Towns. Let me try one other thing. Let me try one other 
way, Mr. Chairman. 

Mr. Snowbarger. Good luck. 

Mr. Towns. Thank you. 

What would a downward adjustment of the CPI of 1.1 percentage 
points per year, as recommended by the advisory commission, 
mean for middle-income families, senior citizens, and the poor? 

Ms. Abraham. That’s not something we’ve done any calculations 
on. The Congressional Budget Office might have done such calcula- 
tions or the Council of Economic Advisers. You would have to go 
to someone else. We don’t have that sort of information. That gets 
into the use of the index, and that’s not something we’re really in- 
volved in. 

Mr. Towns. Mr. Chairman, I yield back. 

Mr. Snowbarger. Thank you, Mr. Towns. 

I would announce to the committee that we are going to go with 
10 minutes worth of questioning. I think I overstepped my time 
limit, so we will grant that to everyone else. And with Chairman 
Shays’ approval, I think we will go on down the line. 

Mr. Waxman, would you care to question? 

Mr. Waxman. Thank you very much. 

Today’s newspapers report that, in the budget negotiations, there 
is talk about building in an assumption about what the CPI adjust- 
ment may be, based on your recommendations yet to be deter- 
mined. 

Ms. Abraham. So I read in the paper. 

Mr. Waxman. And there has even been talk about a 0.5 reduc- 
tion. Do you know what professional judgment went into the con- 
clusion by some people in these negotiations that there ought to be 
a 0.5 reduction? 

Ms. Abraham. No, I don’t. 

Mr. Waxman. Were you consulted on this number? 

Ms. Abraham. I certainly have had conversations with other offi- 
cials in the executive branch and on the Hill concerning things we 
have planned, what the potential impact of things we have planned 
on the index might be, things that we are unlikely to be able to 
correct in the monthly index, and what the bias associated with 
those things might be. I’m thinking of the upper level substitution 
bias, in particular. 

I don’t know what the basis for someone thinking that things we 
would do would slow the rate of growth of the index by half a per- 
cent per year might be. 

Mr. Waxman. Well, it seems unusual to me that the people who 
are the technical experts are now being consulted but not listened 
to. And it appears it’s a political judgment that may be made in 
these negotiations. 

You indicated, if there is no change in the law that mandates a 
different adjustment, you may be coming up with an update of the 
CPI including use of a geometric mean index, and this may reduce 
the CPI, if at all, up to a quarter percentage point. Is that correct? 

Ms. Abraham. Probably not that much. I say that for the reason 
that it’s unlikely that we would adopt the geometric mean formula 
across the board. It would be slowing the index by a quarter per- 
cent per year if we did adopt it across the board. 
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Mr. Waxman. So that would be the maximum we might possibly 
see. 

Ms. Abraham. Based on the evidence we have as to the effect of 
doing that, that’s right. 

Mr. Waxman. And then would this change be incorporated into 
the CPI? 

Ms. Abraham. Yes, it would. 

Mr. Waxman. Could you walk me through the timing of that? 
You indicated you are going to make some announcement in Janu- 
ary 1998. 

Ms. Abraham. We hope by the end of this year, this calendar 
year, so December 1997 or January 1998, to be able to make an 
announcement as to the change we have decided upon. We would, 
at that point, be able to provide an estimate, based on historical 
experience, of the likely impact of what we’re proposing to do on 
the growth rate of the index. 

Our historical practice is to give users of the data substantial ad- 
vance notice of changes we’re going to make in the CPI, to consult 
with our business and labor research advisory committees. It has 
also been our historical practice to make changes effective with 
data for January, so that it’s at the start of a calendar year. Fol- 
lowing that precedent, I would think the most likely date for mak- 
ing a change would be January 1999. 

Mr. Waxman. If you made that change in January 1999, would 
it be fair to say that the earliest savings would be incorporated in 
the year 2000, or later? 

Ms. Abraham. I have, to be honest, only a limited understanding 
of how all of these indexation formulas work. Based on what I 
know, that sounds correct. 

Mr. Waxman. So we see no budget savings to be realized as a 
result of any adjustment in 1998 or 1999, and therefore any budget 
agreement that contains budget savings of 0.4 or 0.5 percent reduc- 
tions in CPI in 1998 and 1999, would result not from a BLS deci- 
sion but from a political decision by the budget negotiators. 

Ms. Abraham. I can’t think of anything that we are likely to do 
that would have any immediate impact on the rate of growth of the 
CPI, other than introducing the new, updated market basket in 
January 1998, which we announced a long time ago, and which I 
think is already well taken into account in people’s thinking about 
the budget. 

Mr. Waxman. So would you agree that, if there is to be savings 
in a CPI adjustment, it would have to be through legislation that 
mandates it, not through BLS? 

Ms. Abraham. As I said, there is nothing that we have planned 
between now and January 1999, that I would anticipate would 
have an impact on the rate of growth of the index. 

Mr. Waxman. Thank you very much. 

Thank you, Mr. Chairman. I yield back the balance of my time. 

[The information referred to follows:] 
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JUN 1 7 1997 


Honorable Henry Waxman 
House of Representatives 
Washington, D.C. 20515 

Dear Congressman Waxman: 

At the April 30 hearing of the Subcommittee on Human 
Resources of the House Committee on Government Reform and 
Oversight, you asked about the trends in earnings of workers 
in different parts of the earnings distribution. 

I have enclosed two charts and several tables containing 
data on workers' earnings that you may find of interest. 

The data are from the Current Population Survey (CPS) , a 
monthly survey of some 50,000 households. Since 1979 a 
subset of those responding to the survey each month have 
been asked to report their usual weekly earnings. 

Enclosure 1 is a chart that shows median usual weekly 
earnings of full-time wage and salary workers aged 25 years 
and over by educational attainment, for each year from 1979 
through 1996 in constant (1996) dollars. In 1979, college 
graduates earned 38 percent more than high school graduates 
($743 versus $538, in 1996 dollars) . By 1996, the 
percentage advantage in earnings enjoyed by college 
graduates as compared to high school graduates had risen 
to 71 percent ($758 versus $443, again in 1996 dollars). 
Enclosures 2A and 2B contain the data that were used in the 
chart, together with some additional information. You will 
notice that the educational attainment categories changed 
slightly in 1992. This change had a modest effect on the 
comparability of data in particular educational categories 
over time. 

Enclosure 3 is a chart that shows weekly earnings of 
full-time wage and salary workers aged 25 years and over at 
the upper limits of the first, fifth, and ninth deciles of 
the earnings distribution, for each year from 1979 to 1996 
in constant (1996) dollars. At the first decile level of 
earnings, for example, ten percent of a given population 
earn less and ninety percent earn more. Between 1979 and 
1996, the ratio of earnings at the 90'** percentile of the 
earnings distribution to earnings at the lO'^*’ percentile 
rose from 3.65 ($1,065 divided by $292) to 4.45 ($1,113 
divided by $250) . Enclosure 4 shows a distribution of 
usual weekly earnings of full-time wage and salary 
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m n 1997 


workers aged 25 years and over by sex at the upper limits 
of selected deciles and quartiles, in both current and 
constant (1996) dollars. 

If you have any questions about these data, please let me 
know, or have a member of your staff call Philip Rones of 
ny staff on 202-606-6378. 

Sincerely yours. 


Katharine G. Abraham 
Commissioner 

Enclosures 

CKerr 

KGA/OEUS/st 

cc: Gen.F. Com. R.F. Abraham Cong. Liaison Kerr 

Rones Nardone Herz 
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Enclosure 1 
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Enclosure 2A 


■ icie I A Median usuoi weekiv eorninQs oi fulf-time wage and salary workers 25 years and over by sex and educational 
jitainment, annual avf.-fjrjoi :'y’6-‘?6incurrer!ldoilars 


'Mol co'n ',e<es 



1 

H 






College. 4 years or more 

Totoi 

4 years only 

\Q?9 

5265 

S2 IQ 

$280 

$249 




3344 

$320 

I9SC 

286 

222 

302 

266 




376 

352 

!951 

308 

240 

324 

286 




407 

385 

1982 

327 

248 

349 

302 

351 



438 

410 

1983 

343 

256 

365 

311 

363 



461 

423 

1984 

362 

263 

332 

323 

382 



486 

454 

1985 

379 

2?0 

398 

333 

399 



506 

481 

1986 

391 

278 

410 

344 

409 



525 

497 

'937 

4C3 


422 

350 

421 



564 

513 

1958 

414 


438 

368 

430 



585 

527 

1989 

il’’ 


457 

375 

452 



609 

563 

1990 

ibC 


478 

386 

476 



639 

595 

1591 

468 


491 

398 

490 



667 

608 





High school graduate or 

■more 







Some college or associate degree 

College graduates 



Less than a high 


High school 


Some college. 

Associate 


Bachelor's 



scnooi dioicma 


groduotes. no cotege 


no degree 

degree 


degree 

1992 

$480 

$312 

$499 

$404 

$486 ! 

$475 

$509 

$697 

$640 

1993 

493 

316 

512 

416 

495 

484 

519 

716 

661 

1994 

500 

307 

522 

421 

490 

487 

522 

733 

670 

1995 

510 

309 

538 

432 

508 

496 

537 

747 

686 

'996 

520 

317 

556 

443 

518 

504 

556 

768 

697 


'-OrE Since i'592, dale on educotionai attemment hove been Dosed on the "highest dic^omo or degree received" 
rather than the "rurr.cer of veors of school comeJefed ' Ooio tor 1*994 forword ore not directly comporoDle 
with data tor 1993 and eoriiet yeors due to the CPS redesign. 

Source Bureau of Labor Statistics, Current Popuiotion Survey. 
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ToDie 1 A Wedicn u5uoi weekly eornings of full-time woge arxJ solory workers 25 years ond over by sex and educational 
attammenl onnuol averages, 1 97'?- 96 in current dollars 
Total, men 



NOTE' Since 1992. data on eaucatior«3- oMoinment hove been oosed on the "highest dipicma or degree received" 
'Other than the "number of years Of school comDieted." Data for 1994 forward or© not directly comoarafci© 
with data for 1993 orvd eoriier yeors due to ’he CPS redesign. 

Source: Bureau cf Lobor Statistics, Current Population Survey. 
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■ •;cie ! fi' Median c-suai weekly ecxnings of full-time wage and salary workers 25 years and over by sex and educational 
iMoirirnent. onrual overages, 1 979-06 m current dollors 





High school gradoote or more 


'992 


iOOS 

'096 


Total 

Less than a hign 
school diploma 

Total 

school 

graduates nocoHege 

Some college or ossociale degree 

College graduates 

Total 

Sonie college, 
no degree 

Associate 

degree 

Total 

Bachelor's 

degree 

S400 

S256 

S416 

S337 

S408 

S395 

S445 

S594 

S545 

416 

264 

435 

348 

423 

407 

471 

611 

573 

42! 

257 

442 

351 

423 

408 

461 

634 

587 

428 

262 

451 

356 

427 

412 

468 

644 

598 

444 


466 

365 

442 

423 

482 

657 

608 


■-C'E' Since 1992. data on educctionol attainment hove been hosed on ihe tughest diploma or degree received" 

rather than the 'number o* yeots of school com©leted * Doto for 1994 lorwofd are not directly comparable 
with doto tor r 993 ond earlier years due to the CPS redesign. 

Source; Bureau of Labor Statistics, Current Pcpuiotion Survey. 
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EDclosure 2B 


■ obte 1 B. Medicjn usud weekh/ eornings of fyii-time wage end kSc^v wcxkefs 25 yeors and over by sex and educational 
•jffainment, annual averoges. 1979-96, in constant (l9%)doHafS 


'otQi Dotri sexes 


Yeo' 


.ess than 4 veors 
cr high school 

4 veors Of tugri school or mo'e 

Total 

High school 4 veors 
only 

Cosege. i 
to 3 veors 



u-onege. 4 years u' 

Total 

4 years ■ . 

i97Q 

S573 

3454 

3605 

5538 

$609 



5743 


1980 

5545 

5423 

3575 


S579 



5716 

S'.': 

1991 

$532 

$414 

5559 

$494 

$569 



5703 

S'x-: 

1982 

S532 

$403 

3567 


$57 1 



S7'2 

l-y.' 

1983 

S54Q 

$403 

3575 


$572 



5726 


1984 

S547 

5397 

5577 


S577 



$734 

36'- 

1985 

S553 

$394 

5580 

5486 

S582 



$738 

S'*-' 

1986 

S560 

$393 

3687 


■ S586 



$752 

$- 

1987 

S557 

S392 

3583 


5581 



S779 


1988 

S549 

5382 

3581 


5570 



$77- 

Sr-'- 

1989 

5540 

$376 

3578 


5572 


sst'-l 

$71' 


1990 

5540 

$365 

3574 


S571 



$76' 


ioo: 

5539 

S3S6 

3566 


5664 


m. 

$76* 





High school groduote or more 






Some college or ossociote degree 

College 

groduote: 



Less than a high 


High school graduates, 


Some college. 

Associate 


Bache-C' : 





nocci-ege 


no degree 

degree 


degree 

1992 

$537 

S349 

$558 

S452 

$542 

5531 

5569 

$779 

e--. 

1093 

SS35 

S343 

$556 

$452 

S537 

S526 

5564 

57’- 

S"'; 

1994 

5529 

$325 

. 3653 

S446 

5628 

5516 

5553 

$776 

S'-.: 

1095 

$525 

$319 

3564 

$445 

5623 

5511 

5553 

5769 

S”.'. 

1996 

5520 

5317 

3556 

$443 

5518 

S504 

5556 

S75c 

S6" 


NOTE- Since 1992. doto on educa^onoi attainment hove been bosed on the "highest dioiomo or degree received' 
rother than the "numDer of years of school completed ' Daro tor 1994 for*fafd oie not drectiy comporoble 
with date for 1993 ano earlier yeors due to the CPS redesign, Coristont aoiior medion eornings were colcuioted 
using ttte CPI U as the aeflotor for the current aollOf rnedion eornings senes. 

Source. Bureou of Lobor Stotstlcs. Current Pcpuiotton Survey. 
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foDie IB. Vedion usual weekly eofnmqs ot ruH-fime waoeardsottf/ x/oficcfs 25 years arx3 over by sex and educational 
atlQinme'" annuol overooes 1 ,n consfonf (1996) dollars 


veor 


Less ihan 3 years 
ot hrgh school 

4 veors of bgh school or more 

Total 

High scncci. 4 .ears 
criv 

College. 1 
ro 3 yeore 





Total 

4 years on-,- 

1979 

S679 

$545 

$722 

$666 

S7}1 



$856 

$823 

1980 

S645 

$508 

$69! 

$623 

S682 



$813 

S7&3 

1981 

S642 

$494 

3678 

S614 

$671 



$820 

$782 

1982 

S639 

$476 

$675 

$608 

$668 



$818 

$795 

1983 

S641 

S474 

$677 

$611 

$665 



$816 

$788 

1984 

S637 

$465 

$684 

$603 

$674 



S849 

S79C 

■985 

S046 

5458 

$694 

S593 

$688 



$860 

$612 

’930 

S603 

$460 

$699 

$596 

$694 



$885 

$840 

’987 

S059 

5447 

$689 

$584 

$686 



$902 

$840 

1988 

S046 

5440 

5o76 

$530 

$667 


$901 

$824 

1989 

So33 

$438 

5062 

5569 

$654 



$892 

$822 

l'y90 

Sol7 

3423 

S659 

5552 

$653 



$891 

$822 

1991 

S6Q5 

$405 

$655 

$544 

$651 



$882 

S3-3 




High school graduate or more 






Some college or associate degree 

College groduotes 



Less thon a hign 

' 1 

Hign senoe grodu-otes. 

Total 

Sorrie college. 

Associate 

T 1 1 

Bachelors 



school aiDloma 


no college 

no degree 

degree 

u u 

degree 

•992 

S603 

$397 

$648 

$537 

$623 

$605 

3656 

$887 

S823 

1993 

S607 

3391 

3643 

$530 

$623 

$612 

3642 

$876 

3822 

1994 

S610 

S3o2 

$643 

5525 

$621 

$612 

3643 

3874 

S8X 

1995 

S605 

$357 

$636 

$522 

$614 

$605 

3631 

$870 

S794 

1996 

$599 

$357 

$631 

35!6 

$604 

$593 

3626 

$874 

$795 


NO'E. Since 1992. data on educotionoi otiomment hove been bosed on the 'highest cSpicma or degree received" 
rarner then the "number of veors Of school completed " D<3*o for 1994 forword ore not directly comparable 
witn datofor 1993 and earlier years due to the CPS redesign' Constant doilormedion earmngs were calcuioted 
using the CPI-U as the deflator for me current dollar r-edion eommgs series, 
source; Bureou ot Lobor Statistics. Current PcpulOticn Sune-. 
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'oDie ' B Median / earnmgs ot fuii-time woge arwj $aiatv wcfkefs 25 yeofs and over by sex ond educotional 

df^ommenf annual Overages. l'?79-'y6 m ccnstonT (1996) dollars 

' atoi. women • 





4 years of high school or more 









College. 4 years 










Veer 

Total 

Less men 4 vears 

’orai 

Hign scnocl. 4 years 

College. 1 




4 years cr 

ot hign schoci 

oniv 





1079 

$421 

$328 

$445 

S400 

$456 



S571 

$527 

1980 

$406 

$312 

$427 

$383 

$440 


S552 

$512 

1981 

$402 

$302 

$426 

$375 

$440 



$549 

$507 

5 982 

$415 

$299 

$437 

$384 

$446 



S563 

$5’7 

1983 

$422 

$307 

$444 

$388 

$454 



S581 

$532 

1984 

$427 

$302 

$450 

$391 

$461 


$589 

$547 

1985 

$432 

$295 

$453 

$391 

$462 



$604 

$56' 

1986 

$441 

$298 

$462 

$397 

$472 



$624 

$574 

19B’ 

$443 

$296 

$470 

$398 

$479 



$644 

$584 

1988 

$444 

$293 

$471 

$395 

$477 



$643 

S589 

1989 

$444 

$292 

$469 

$385 

$480 



$642 

$592 

1990 

$444 

$289 

$467 

S37S 

$474 



$643 

$599 

199! 

$447 

S288 

$467 

$3^9 

$471 



$649 

S5;9 




-“igh school groduate or more 






Some college or associate degree 

College graduates 



Less than a high 
scheci dipiomo 


High school groouates 
no college 

Total 


Associate 

degree 


Bachelors 

degree 

1992 


$286 

$465 


$456 

$442 

$498 

$664 

$609 



$237 

$472 


$459 

$442 

ssn 

$663 

$622 



$272 

$468 


$448 

$432 

$488 

$671 

$62 • 



$270 

$464 


$440 

$424 

S482 

$663 

$61* 



$268 

$466 


$442 

S423 

$482 

$657 

S6C5 


NOTE S>rice 5992. dota on educationoi ottainmerit hove oeen bosed on me “Ngriest diploma or degree received" 
rather than the "number Qt years ot school completed ' Doto for ;994 forward ore nof directly comparable 
with dota for 5 993 and earlier years due to the CPS redesign Constant donor medion earnings were colculoted 
using the CPi-U as the defiotor for the current donor medion earnmgs senes. 

Source' Bureau of Labor Statistics, Current Population Survey. 
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Mr. Snowbarger. Mr. Shays. 

Mr. Shays. Mr. Chairman, I got here late because I was testi- 
fying before some other committees. I’m really happy to have my 
colleagues ask questions. I would suggest this is such important 
testimony that Members may want to have a second round. So I’m 
not asking to get the last word, but I will let my colleagues go 
ahead of me. 

Mr. Snowbarger. OK. 

Mr. Sanders. 

Mr. Sanders. Thank you very much, Mr. Chairman. 

Let me restate a concern that I have. I think that it is not an 
accident that there is such a preoccupation with the CPI. I frankly 
believe, as others have implied, that this is a back-door way to bal- 
ance the budget. I think it’s a cheap way. I think it’s a vulgar way. 
And I think it’s going to come down on the backs of the elderly and 
the poor, rather than look at corporate welfare, military spending, 
tax breaks for the rich. 

There are some people who think they can save a few bucks by 
telling a senior citizen in Vermont, who is trying to survive on 
$7,000 a year, “We can take away $100 from you.” And I think that 
stinks. 

No. 2, I wrote to Bob Reich a while ago, because this whole issue 
of how you develop statistics is so very important. We hear a whole 
lot of statistics floating out there. And what we’ve been hearing for 
the last year, every time you read the newspaper, is, the economy 
is booming. Right? The economy is doing great. 

Yesterday we learned that the CEOs of major corporations saw 
a 54 percent increase in their compensation. So I’m sure the econ- 
omy is doing very well for them. And yet I read today, on page A- 
22 of the Washington Post, about the Employment Cost Index. 
Now, that is, as I understand it, the cost that an employer incurs 
in terms of wages and benefits. 

Now, what it says in the Washington Post, and the information 
comes from the Labor Department, is that for the 12 months end- 
ing in March, the ECI was up 2.9 percent, the same as for the year 
ended in December, 2.9 percent. That tells me that for workers, in 
fact, their total wages and benefits went below the cost of inflation. 

What was inflation last year, over 3 percent? 

Ms. Abraham. I don’t have those figures here. 

Mr. Sanders. I thought it was 3, 3.5 percent. Anyone have that? 

Ms. Abraham. No, it was not 3.5 percent; it was 3.3 percent. 

Mr. Sanders. OK. So, in fact — and here’s the point, colleagues on 
the committee. When we hear so much about there’s a booming 
economy, what these statistics tell us is that, for workers, their 
wages and benefits, in fact, did not even match inflation. 

And if you take another step and understand that that’s a mix 
of upper income employees, the CEOs, and your $20,000 or $15,000 
a year employees who do worse, what you can probably argue is 
that, for low- wage employees, their standard of living has contin- 
ued to decline precipitously. 

Ms. Abraham. The CEOs probably aren’t in there, but I don’t 
think that changes your basic point. 

Mr. Sanders. At what level would you go? Is the basic point that 
I’m making correct? 
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Ms. Abraham. The basic point that the Employment Cost Index 
is an average across all wage and salary workers is correct. 

Mr. Sanders. OK. And if he makes $100,000 a year as a middle 
level manager, and I make $15,000 a year, you’re going to average 
those two in. Statistics would indicate that the people who are 
making $100,000, even if they are not CEOs, are doing pretty well. 
Would it be fair to say that, based on these statistics, the average 
worker, say, making $25,000 a year or less, his or her compensa- 
tion has not matched inflation? 

Ms. Abraham. There is some information in the Employment 
Cost Index on what’s happening to the hourly costs of labor, for, 
for example, production workers, administrative workers. It’s bro- 
ken out by occupation. The rates of growth for the different occupa- 
tion groups haven’t looked terribly different. 

Mr. Sanders. All right. But based on these statistics, which say 
that overall it’s a hair below inflation, combining everybody, every- 
thing that I have read indicates that the higher paid people are 
doing better than the lower paid people. Is my assumption correct 
that for, say, lower-paid workers, $25,000 a year or less, they are 
continuing to fall below the growth rate of inflation? 

Ms. Abraham. I’d want to take a look at the data, but you cer- 
tainly are correct that over the period since the late 1970’s, there 
have been increases in the inequality of earnings. 

Mr. Sanders. Well, the point that I’m trying to make is that 
every day we hear about how the economy is booming, and it seems 
to me, reading the statistics, what we’re finding out is that perhaps 
for the majority of workers, their revenue, their compensation falls 
below the rate of inflation. 

I would strongly urge, and I had urged this of Bob Reich, is that 
I think the one statistic — and I know your job is a very difficult job, 
it really is. I mean, having to balance southern California and 
northern Vermont, those are two different worlds, and you’ve got 
to come up with some match, and it’s hard, I know that. And you 
probably get criticized no matter what you come up with. 

But I would think that really what we need in this country is one 
statistic which tells us how the average working person is doing, 
and get that statistic out. Because I think there is a lot of confu- 
sion in matching the incomes of upper income people with the in- 
comes of the vast majority of the people. You add them together, 
and you divide by half, you know. If I’m making $1 million a year 
and he’s making $10,000 a year, on average, we’re making a half 
million dollars a year, but our reality is a little bit different. 

I think, if you did that, the statistics would show that the econ- 
omy, despite what the President is saying, and despite what other 
people are saying, is not booming, but that the middle class and 
the working class of this country are hurting and hurting very 
badly. 

I would hope very much you would work on that statistic. What 
is life like now? How is the average working person in this country 
doing, comparing compensation, what’s coming in, and what they 
are paying for. I would hope that we can get that statistic. 

The second point, picking up on a point that — and maybe we can 
talk about that at some other point. 
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Ms. Abraham. I was going to say, we do have data that you 
might find of interest, and I would be happy to sit down to discuss 
it. 

Mr. Sanders. Are you advertising that data? Does it get into the 
newspapers much? 

Ms. Abraham. We have very little control over what gets into the 
newspapers, sir. 

Mr. Sanders. Well, what I hear is that the economy is booming, 
and I would perhaps like some statistics to suggest that, for the 
working class of this country, the economy is not booming. 

Ms. Abraham. I don’t know what the statistics suggest precisely, 
but we do have information that you might find of interest on earn- 
ings by decile of the earnings distribution, and so on. 

Mr. Sanders. I will give you a ring, and perhaps we can discuss 
that. 

Ms. Abraham. Good. 

Mr. Sanders. OK. Now, my third point again, picking up on the 
point Mr. Towns made a while back, if we just look at the issue 
of Social Security and 35 million Americans who receive Social Se- 
curity, many of them are heavily dependent upon that Social Secu- 
rity check. And it would seem to me to be incumbent upon the Bu- 
reau to come up with some good statistics for those folks. And if 
it requires some money to do that type of study, then I think we 
should invest that money. 

I think, as Mr. Towns and many people have pointed out, there 
is at least some evidence to suggest that because seniors are more 
dependent upon health care, seniors need warmer homes, for exam- 
ple — you know, when you get old, you need to keep your house a 
little bit warmer — that what seniors depend upon may be going up 
faster than the general cost of inflation. 

Given that we have 35 million people on Social Security, I think 
that that is an area that we can focus on. Can we expect some 
work in that area of devoting money and energy to come up with 
a good statistic for seniors? 

Ms. Abraham. That’s certainly something we could go back and 
take another look at. This was discussed, it is my understanding, 
at the time that Congress first expressed an interest in a CPI for 
the elderly. I don’t know the ins and outs of why it was not decided 
to go forward with a separate index. As I did indicate, it would 
have amounted to essentially duplicating our entire program of 
producing the CPI. For whatever reason, we didn’t end up doing 
that. 

Mr. Sanders. Let me ask you a question: When you come up 
with the CPI, which impacts on Social Security, correct? 

Ms. Abraham. Mm-hmm. 

Mr. Sanders. How many seniors do you get information from? 

Ms. Abraham. Our samples of people who are surveyed for the 
consumer expenditure surveys are a rolling panel of about 5,000 
households, and seniors would be represented in those samples in 
proportion to their share of the urban population. 

Mr. Sanders. Which is? This is urban, which is roughly what? 

Ms. Abraham. It’s the urban population, which is about 80 per- 
cent of the total population. But I should add to that, when I said 
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that they would be represented; we then take expenditure weights 
from that overall survey and use them to construct the CPI. 

We actually have two CPIs. We have a CPI for all urban con- 
sumers, and we have a CPI for urban wage earners and clerical 
workers. 

Older people’s expenditures, older urban consumers’ expendi- 
tures, are represented in proportion to their share of total expendi- 
tures in the CPI-U, which is used, for example, to adjust tax 
brackets. 

Mr. Shays. Excuse me. I’m sorry to interrupt. Could someone 
just shut the door. 

Ms. Abraham. We also have a separate CPI for urban wage earn- 
ers and clerical workers, which includes essentially no elderly indi- 
viduals. For reasons of historical accident, that’s the index that 
gets used to adjust Social Security. So older people are not rep- 
resented at all in that index. 

Mr. Sanders. I would think — I mean, unless I’m missing some- 
thing here — that given, again, the fact that we have 35 million sen- 
iors, I think that they deserve to have an independent assessment 
of their particular needs, which I happen to think will show that 
the CPI underestimates their needs. 

I would hope very much that that’s something that we can move 
toward. And if it requires extra money — I know some of us have 
talked about that — we’re prepared to vote for that money for the 
studies that you may need. But I think that we do need an inde- 
pendent look at the needs of our seniors. 

With that, I yield back. Thank you, Mr. Chairman. 

Mr. Snowbarger. Mr. Barrett. 

Mr. Barrett. Thank you. Thank you for holding this hearing. 

One of the things that surprised me was your comment that, if 
you were going to do a separate study for seniors, you would have 
to duplicate the entire survey. It strikes me as though there is a 
core element of products or of living costs that are going to be con- 
sistent regardless of your age, and that you would make some addi- 
tions and some subtractions, based on a person’s age. 

Ms. Abraham. It may be, if we really got into it, that we could 
find some overlap of that sort. What I had in mind when I said 
that was that we would have to greatly expand our consumer ex- 
penditure survey to get a better fix on how elderly individuals 
spend their money. We would have to do a separate or at least 
much augmented survey to find out where they shop. When we 
went into stores, we might find ourselves in many of the same 
stores, but we might find ourselves in different stores. It might be 
that, when we went into the stores that overlap, we would find el- 
derly consumers buying the same things; it might be that we 
wouldn’t. 

So you are right that there might be some overlap in the end in 
what we ended up tracking, but we would have to do separately a 
lot of the work that would be involved. 

Mr. Barrett. I’m going to show my ignorance about the Con- 
sumer Price Index. For example, housing, what are the factors? Is 
it mortgage rates or rents? 

Ms. Abraham. No. This may be something I should have men- 
tioned when Mr. Snowbarger was asking earlier about how we re- 
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sponded to the Stigler Committee report. We used to track housing 
costs by tracking the kinds of things you are referring to, looking 
at actual outlays on housing, if you will. 

But that proved to be unsatisfactory, for a variety of reasons, and 
a decision was made in the late 1970’s, and then implemented in 
the early 1980’s, to move to a so-called “rental equivalence” ap- 
proach to tracking housing costs. This essentially means that, for 
people who own their own homes, we try to match those housing 
units up with rental units, and track what’s happening to the cost 
of the rental units. What we’re saying, in effect, is that the cost of 
living in their own home is the amount of rent that they are giving 
up by not renting it out. 

In the long run, if mortgage rates went up, that presumably 
would affect the rents that get charged in the housing market and 
then would show up in our measure. But it’s not a one-for-one 
thing. We don’t track interest rates directly, for example. 

Mr. Barrett. That confuses me even more. You can see why I’m 
not a statistician. 

Ms. Abraham. It’s very complicated. 

Mr. Barrett. So if you’re in an area where there is a rapidly in- 
creasing housing market, how is that reflected then? 

Ms. Abraham. Where prices of homes are going up? 

Mr. Barrett. Right. 

Ms. Abraham. That would be reflected, indirectly, to the extent 
that it showed up in higher rents being charged for rented housing 
units in that area. 

Mr. Barrett. OK. 

Ms. Abraham. If it didn’t show up in rents, it wouldn’t be re- 
flected in our measure. 

Mr. Barrett. OK. Again — and excuse me for trying to under- 
stand this, which may be dangerous — if you live in the area — I rep- 
resent, part of Milwaukee, and we have suburban areas where the 
price of housing is going up. We have elderly who don’t live in 
those units, primarily. They will live in areas where the price of 
housing is stagnant or even dropping. What type of bias will that 
create? 

Ms. Abraham. For the measurement of housing costs for the el- 
derly? 

Mr. Barrett. For the measurement, yes. 

Ms. Abraham. Well, the CPI is really an average measure. So it 
would track the average, what was happening to rents on average, 
but it isn’t necessarily going to give you a very good reflection of 
what’s happening to rents for particular groups. 

Mr. Barrett. OK. 

Ms. Abraham. Which is true, in general, about the CPI. It’s an 
average. It doesn’t necessarily reflect the experience of particular 
groups. 

Mr. Barrett. You mentioned, or I thought I heard you mention, 
that the substitution factor index would overstate. 

Ms. Abraham. Because the CPI doesn’t take into account con- 
sumers’ ability to substitute. 

Mr. Barrett. Give me an example, please. 

Ms. Abraham. Perhaps a small example, if consumers are pur- 
chasing two kinds of lettuce, they are purchasing Romaine lettuce 
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and red leaf lettuce. And if, for some reason, the relative price of 
Romaine lettuce goes up, they would buy less Romaine lettuce and 
more red leaf lettuce. 

What that would mean is that, in order to get lettuce that gave 
them the same value, if you will, they wouldn’t have to spend as 
much in total lettuce as they would have if they had just kept buy- 
ing the same amounts of Romaine and red leaf lettuce as they 
bought to begin with. 

Mr. Barrett. So does your original index just use generic let- 
tuce? 

Ms. Abraham. No, we price specific items. So we might be track- 
ing the cost of, you know, a pound of Romaine lettuce. That might 
be one of the specific items in the index. So we wouldn’t take that 
kind of substitution into account in our index. 

That’s the reason why we’re looking at possibly adopting a new 
formula, the geometric mean formula for constructing the sub- 
indexes in the CPI. At least under certain assumptions, it would 
give us a better approximation as to what consumers were actually 
doing at that level. 

Mr. Barrett. I also heard, when Mr. Waxman was asking ques- 
tions about your timetable and the analysis that you have done, I 
thought I heard you mention the figure a quarter of a percent. Is 
that accurate? 

Ms. Abraham. That’s correct. 

Mr. Barrett. And you were referring there to what? 

Ms. Abraham. I was referring there to the upper bound on the 
potential impact on the rate of growth of the index of our switching 
over to using this new geometric mean formula in putting together 
the subindexes. If we did it in all parts of the index, our research 
indicates that the rate of growth of the index would slow by about 
a quarter percent per year. 

We are unlikely to adopt it in all parts of the index. There are 
some components where it seems appropriate. If relative prices of 
Romaine and red leaf lettuce change, people will substitute. For 
prescription drugs, it’s probably not appropriate. If the price of 
ulcer medication goes down and the price of heart medication goes 
up, the fact that ulcer medication costs less doesn’t help me much 
if I’m a heart patient. 

Mr. Barrett. OK. But you’re saying overall the change will be 
a quarter percent? 

Ms. Abraham. Overall, the change will be something less than 
a quarter percent per year, because we won’t make the change 
across the board, most likely. 

Mr. Barrett. OK. And, again, now shifting gears to the political 
world, the article that referred to a 0.4 or 0.5 change, is one of the 
articles that I saw. Is it accurate to say, then, that any change — 
and we will use a quarter of a percent, or 0.25 percent — beyond 
that would be more of an arbitrary decision? 

Ms. Abraham. Not necessarily. There isn’t anything that we are 
likely to do in the CPI itself that would take effect right away or 
that would have as large an effect as — I don’t know where this 0.4 
number is coming from. 

It is, however, well agreed, and I would agree, that the CPI tends 
to be an upper bound on what’s happening to the cost of living, be- 
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cause it doesn’t take substitution behavior into account. We will 
have an estimate by the end of the year of how big we think the 
lower-level substitution bias is, although it will take us some time 
to implement the change we think is appropriate in the index. 

We have now an estimate of how big the upper-level substitution 
bias is. That’s substitution bias associated with shifts in consump- 
tion across item categories, in response to relative price change. 
That, for reasons you may or may not want to get into, is really 
not possible for us to deal with in the context of producing a 
monthly index. But we could give you an estimate, if you wished, 
of how big that is. 

So there are some things, I think, where we can agree. We can 
even quantify what the bias in the CPI is. Going beyond that, I 
think, there is more dispersion of opinion. 

Mr. Barrett. You also mentioned that you’re going to have a 
new market basket in January 1998. Can you tell me what the 
major changes are in the market basket? 

Ms. Abraham. Gosh, it’s been a while since I looked at that. It’s 
an updating of the expenditure shares from 1982 to 1984, to 1993 
to 1995. 

We’ve seen some increase in the share of consumer electronics, 
and related items, over that period. Personal computers, for exam- 
ple, weren’t particularly important in 1982 to 1984, and they will 
be somewhat more important in the new market basket. Medical 
care, perhaps surprisingly, is a smaller share of out-of-pocket ex- 
penditures than it was in 1982 to 1984. 

I can give you, for the record, if you would like, a more complete 
breakdown of how it’s changed. 

Mr. Barrett. I would appreciate that. 

I would yield back my time. 

[The information referred to follows:] 
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JUN 0 5 1997 


Honorable Thomas Barrett 
House of Representatives 
Washington, D.C. 20515 

Dear Congressman Barrett: 

At the April 30 hearing of the Subcommittee on Human 
Resources of the House Committee on Government Reform 
and Oversight, you requested detailed information on the 
anticipated change in the expenditure weights used in 
constructing the Consumer Price Index (CPI) . As was 
discussed at the hearings, these weights will be updated 
effective with the data for January 1998, when the current 
weights based on 1982-84 consumer expenditures will be 
replaced with new weights based on 1993-95 expenditures. 

Enclosure 1 contains the information you requested. This 
table shows the expenditure shares by major item category 
and for all 207 detailed item categories based upon the 
1982-84 and preliminary 1993-95 urban consumer market 
baskets. The last column of the table shows the relative 
importance of each component in the CPI for All Urban 
Consumers as of December 1996; these are based on 1982-84 
expenditure shares updated to reflect price change that has 
occurred since that time. Please note that the 1993-95 data 
show the current item structure, not the new item structure 
scheduled for introduction along with the updated weights at 
the time the January 1998 data are published. I also have 
enclosed a copy of the revised item structure, labeled 
Enclosure 2 . 

If you have any questions about these data, please let me 
know, or have a member of your staff call John Greenlees of 
my staff on 202-606-6950. 

Sincerely yours. 


Katharine G. Abraham 
Commissioner 

Enclosures 

BLS/OCOM/Kerr/KGA/st -- 6/4/97 

cc: Gen. F. Comm. R.F. Abraham Cong. 


Liaison Chron. 
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Enclosure 1 



All Items IOC 

Food and beverages 17 

Food at home 1 1 

Food away from home t 

Housing 41 

Shelter 2t 

Housing less shelter It 

Apparel C 

Transportation 1£ 

Motor Fuel ' 

Medicai care £ 

Entertainment 4 


Other goods and services 
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8E01 C«r»al and Caraal Producta 

SE0101 Flour and pr«p«r«d (lour mbtM 
SE0102 CwMl 

SE0103 Rica. pMta. and eonuTiMl 

SE02 Bakary Products 


0.432 

0.094 

0.23« 

0.110 

0.926 


0.677 

0.071 

0.348 

0.1S8 

0.966 


0.449 

0.077 

0.J72 

0.100 

1.031 


SE0201 WUabTMd 

SE0202 Ff*»h other bread, bcacultt, rolt.wid muffin* 

SE0204 Cooidet. fresh cakes, end cupcakes 

SE0208 Offier bakery products 

SE03 Beef and Vaal 

SE0301 Ground beef other then canned 

SE0302 Chuck roast 

SE0303 Round roast 

SE0304 Other beef and vetf 

SE030S Round steak 

SE0306 Sinoin steak 

SE04 Pork 

SE0401 Bacon 

SE0402 Chops 

SE0403 Ham 

SE0404 Other pork, mduding sausage 

SE05 Other meats , 

SE0501 Other meats 

SE06 Poultry 

$£0601 Fresh whole chidcen 

SE0602 Fresh ar>d frozen chicken parts 

SE0603 Other poultry 

SE07 Pish and seafood 

SE0701 Canned fish and seafood 

$£0702 Fresh and frozen fish and seafood 

SE08 Eggs 

$£0801 Eggs 

SE09 Fresh milk and cream 
$E0901 Fresh whole m4k 
SE0e02 Other fresh mik and cream 

SE10 Processed dairy products 

SE1001 Other dairy products, including butter 
8E1002 Cheese 

SE1004 lee cream and related products 

$E11 Fresh fruits 

8E1101 Apples 
SE1102 Bsnanas 

SE1 103 Oranges, including tangerines 
SE1104 Other fre^ fruits 
SE12 Fresh vegetables 
SE1201 Potatoes 
$£1202 Lettuce 
SE1203 Tomatoes 
$E1204 Other fresh vegetabies 
SE13 Processed fruits 


0.231 
0.212 
0.228 
0.259 
1.141 
0.443 
0.094 
0 062 
0.356 
0.097 


0.116 

0.148 

0.144 

0.230 

0.443 

0.443 

0.437 

0.143 

0.2M 

0090 

0.338 
0.093 
0 245 
0.188 
0.188 
0.68S 
0.396 
0.289 
0.674 
0.125 
0.376 
0173 
0.616 
0.097 
0.089 
0.080 
0.269 
0.500 
0.090 
0 068 
0-076 
0 266 
0.382 


0.130 0.261 

0-277 0.236 

0.273 0.252 

0.286 0.282 

0.820 0.956 

0.314 0.317 


0.051 

0.264 

0.058 

0.087 

0.649 

D.076 

0.137 

0.135 

0.201 

0.347 

0.347 

0.490 

0.088 

0.276 

0.124 

0.334 

0.062 

0.272 

0.108 

0.108 

0.444 

0.194 

0.250 

0.599 

0.116 

0.309 

0.174 

0.602 

o.oes 

0.104 

0.060 

0.243 

0.492 

0.097 

0.065 

0.077 

0.253 

0.339 


0.051 

0.347 

0.060 

0.074 

0.616 

0.115 

0.145 

0.143 

0.212 

0.398 

0.398 

0.453 

0.149 

0.218 

0.086 

0.375 

0.072 

0.303 

0.205 

0.205 

0.632 

0.365 

0.267 

0.613 

0.106 

0.348 

0.159 

0.789 

0.118 

0.070 

0.090 

0.S11 

0.587 


0.31B 

0.362 


$£1301 Fruit juices arrd frozen fruit 
$£1303 Canned and dried fruits 
SE14 Processed vegetables 
SE1401 Frozen vegetables 
$£1402 Other processed veget a bl es 


0 296 
0 066 

0.290 

0 097 
0 193 


0.266 

0.071 

0.276 

0.097 

0-179 


0.276 

0.076 

0.264 

0.086 

0-178 





8E16 Sugar end swMts 

0.369 

0.386 

0.331 

&E1901 Siwtt, Mubif^ candy 

0.2S3 

0.309 

0.245 

$E1902 Sugar and artitcial awaatenars 

0.106 

0.076 

0.088 

SE16 Fats and oils 

0.274 

0.281 

0.248 

SE1601 Fata and Ola 

0.274 

0.261 

0.248 

SE17 Nonalcoholic drinks 

0.905 

0.824 

0.724 

$£1701 Carbonatad drtnka 

0.497 

0.459 

0.360 

SE1703 Coffaa 

0.2S2 

0.148 

0.229 

SE1705 Olhar noncarbonatad drinka 

0.1S6 

OJ217 

0.135 

SE18 Othor prsparad foods 

1.001 

1.304 

1.038 

SE1S01 Caruwd and packaged soup 

0.084 

0.106 

0.095 

SE1802 Frozen prepared food 

fl.ISS 

0.237 

0.169 

SEiaOO Snacks 

0.220 

0.270 

0.203 

SE1804 Seaaoninga, condHnants, sauces, and spices 

0.277 

0.290 

0.279 

SE1806 Uiscalaneoua prepared food, including baby food 

0.292 

0.399 

0.292 

SE19 Food awray hrom home 

6.151 

5.281 

5.874 

SE1901 Lunch 

2.175 

1.758 

2.078 

SEie02 Dinner 

2646 

2.548 

2.490 

SE1903 Other mods and snacks 

1.029 

0.791 

0.999 

SE1909 Unpriced 

0.301 

0.184 

0.307 

SE20 Alcoholic beverages 

1.564 

0.933 

1.671 

SE2001 Baerandale 

0.473 

0.336 

0.424 

SE2002 Diatltod flints 

0.229 

0.111 

0.208 

SE2003 Mne 

0.217 

0.104 

0.188 

SE2005 Mcohoiic beverages away from home 

0.845 

0.322 

0.7S1 

SE21 Pure rent-renter occupied 

7.269 

8.384 

7.961 

SE2101 Rent residenlial 

5 519 

6.558 

5.731 

SE2102 Lodging whie out of town 

1 577 

1.609 

2.001 

SE2103 Lodgirtg wftle at school 

0.173 

0.217 

0.229 

$E22 Rental equivalence and household Insurance 

18.234 

19.962 

19.999 

SE2201 Owners equrvtient rent 

17.841 

19515 

19.616 

SE2202 Household insurance 

0.393 

0.447 

0.383 

SE23 Maintenance and repair services 

0.129 

0.111 

0.123 

SE2301 Maartertenoe and repair servees 

0.129 

0.111 

0.123 

SE24 Maintenance and repair commodities 

0.096 

0.089 

0.077 

SE2401 Uatanals. suppliss, and equipment 

0.042 

0.027 

0.035 

SE2404 Other rnaintenance and repair eomriMdltles 

0.054 

0.062 

0.042 

SE2S Fuel oil and other fuels 

0.564 

0.260 

0.424 

SE2M1 Pual oa 

0.409 

0.162 

0.293 

SB2S02 Other housahold fuel comrrMdlties 

0.155 

0.078 

0.131 

SE26 Gas (piped) and electricity 

4.514 

3.925 

3.463 

SEaeol Electricity 

2.919 

^868 

2.334 

SE2602 Utlily Nature! Gas Sarviea 

1 695 

1.0S7 

1.119 

SE27 Other utilities and public services 

3.308 

3.986 

3.225 

$£2701 Local charges 

1.089 

1.146 

1.123 

SE2702 Water and sewerage maintenance 

0.600 

0654 

0.778 

SE2703 Cable television 

0410 

0.770 

0.5S4 

SE2704 Refuse ccileetion 

0.145 

0.247 

0.220 

SE2705 Interstato tod cells 

0.663 

0.729 

0.325 

SE2706 Intrastate tod calls 

0401 

0.440 

0.22S 

SE28 Textile housefumishings 

0.439 

0.387 

0.329 

SE2B01 TaxUe fumbheigs 

0.439 

0.387 

0.329 
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$E29 

SE2901 

SE2902 

SE2903 

SE2KM 

SEU 

SE3001 

SE3002 

seaom 

SES1 

SE3101 

SE3102 

SE3103 

SE3109 

8E32 

$€3201 

$€3202 

SE3203 

SE3204 

$€3205 

$€3205 

SE3209 

5E33 

SE3301 

SE3303 

SE3305 

SE34 

$€3401 

SE3402 

SE3403 

$€3404 

$€3406 

SE3407 

SE3409 

SE36 

$€3501 

$E36 

$€3601 

SE3603 

SE3604 

SE350S 

$€3505 

9E37 

SE3701 

$€3709 

SE38 

$€3501 

$€3502 

SE3503 

$€3504 

$€3505 

SE3509 

SE38 

$€3901 

$€3909 


Fumitur* tnd bedding 1 >353 

Bedroom fuintura 0.42S 

SofM 0.266 

LMng room cfteiro and tablet 0.220 

Other ftimitura 0.442 

HouMbold applloncM 0-453 

RefneerOore and home freezer* 0.130 

Laundry equipment 5.134 

Stow. oven*, dianwaahers, and air cotrdWonere 0.159 

T^e^ion and sound aquipmsnt 0.555 

Tatevlaiona 0.352 

VUao product* other than Wevition* 0.246 

Audio product* 0.356 

Ut^rtced OOOO 

Ottier household equipment and furnishings 1 -549 

Floor and window covering*, intent*. laundry, d 0.196 

Clodtt. lamp*, and decor Mem* 0.302 

TaUawaie. *ervlng piece*, and nonelectric kMchen 0 261 

Lawn aquipment power uci*. C.26S 

Sawi n g. Door daaning. Mnat kitcnan. and portau 0.226 

Indoor ptenta and fresh cut Itow ar * 0.193 

Unpriced 0.106 

Housskseplng supplies 1-262 

Laundry and daaning products 0.434 

HouMhotd paper product* and stationery tupple* 0.409 

OSter household, lawn, ertd garden supplies 0.419 

Housekseping services 1.554 

Poatage 0.260 

BabyaiBIrtg 0.304 

Domaetie aarvice 0.25S 

Gardanino and other househoM service* 0.379 

AppMenee and himilure repair 0.176 

Car* of invalidaMderlyrcenvaleecent* 0.056 

Unptioad 0.122 

Tenant's insurance 0.035 

Tanenfi insurance 0.036 

Man's apparel 1.257 

SuMl sport eociB. ooat*. and fadrata 0.376 

FuriMhinga and apeeel doihlng 0-314 

Shirt* 0.314 

Oungatee*. jaan*. and treusars 0.273 

Urwrioad 0.016 

Beys* apparel 0.317 

Boy*' apparel 0.314 

Unpriced 0.003 

Woman's apparel 2.270 

Coat* end jackets 0.239 

Orette* 0.373 

S e pa r ate* and •portewear 1.066 

Undarwaar, nightwear, hoseiy.srtd accessories 0.393 

0.14S 

Unprioad 0.034 

Girls' apparel 0.350 

Gkfa appetW 0 372 

Utterieed 0.006 


1.151 

0.337 

0.276 

0.166 


0.103 

0.096 

0.100 

0.551 

0.267 

0.252 

0.342 


1.306 

0.175 

0.254 

0.174 

0.261 

0.146 

0.171 

0.122 


0.461 

1.452 

0.207 

0.223 

0.301 

0.424 

0.062 

0.104 

0.161 

0.031 

0.031 

1.134 

0i7S 

0.329 

0.275 

0.241 

0.015 

0.302 

9.301 

0.001 

1.931 

0.161 

9.305 

9.970 

0.345 

0.127 


0.010 


1.117 

0.364 
0 232 
0.197 
0.334 


0.103 

0.407 

0.137 

0.071 

0.199 

0.000 

1.122 

0.175 

0215 

0.192 

0,178 

0.116 

0.166 

0.060 

1.093 

0.362 

0.366 

0.343 

1.481 

0.256 

0.263 

0.231 

0.360 

0.162 

0.052 

0.115 

0.033 

0.033 

1.063 

0.312 

0.243 

0.266 

0.216 

0.014 


1.785 

0.163 

0.264 

0.636 

0.321 

0.154 

0.026 

0.315 

0.306 

0.007 
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SE40 Footwear O.tlS 0.»3e 0.71S 


SE4eai Men* 

SE4002 Boy* and gid* 

SE4003 Women* 

3E41 Infants' and toddlers' apparel 

$E4101 Infants' a toddMn' apparel 
SE4tog Unpriced 

SE42 Sewing materials and luggage 
SE4201 Sewing material and luggage 
SE43 Jewelry 
SE4301 VAtohe* 

SE4302 JMlry 

SE44 Apparel services 

SE4401 Other apparel lervicos 

SE4402 laundry and dry cleaning other than coin derated 

SE4S New vehicles 

SE4S01 New car* 

SE4502 New truck* 

$E4503 New motorcycles 
SE46 Used vehicles 
SE4601 Used ears 
SE4e09 Unpriced 

$E47 Motor hiel, motor oil, coolant, and fluids 

SE4701 Motor fuel 

SE4702 Motor cd. coolant and other products 
SE^ Automobile parts and equipment 
SE4«01 Tae* 

SE4802 Other parte and aqu9>ment 

SE49 Automobile maintenance and repair 

$E4901 Bodywork 

SE4902 Automobile drive train, brake, and mne mech repair 
SE4903 Maintenance and servidrtg 
SE4904 Power plant repair 
SE4909 Unpriced 

SESO Automobile insurance 

SES001 AutomotMe inaurance 
SESi Vehicle finance charges 
8SS101 Vahide Finance Charges 
SE5109 Unpriced 

SE$2 Vehicle rental, registration, and Inspection 

SES201 Automobile regdtnraon. lieenttog. and Inspect) 

SfiS205 Other auttmobde-related fees 

SE5209 Unpriced 

SES3 Public transportation 

SE$301 Airline fares 

SE53a2 Other intercity eansportabon 

SE5303 Intrscity public transportation 

SES309 Unpriced 

SE54 Prescription drugs and medical supplies 

SES401 Prescription drug* and medical supplies 
SE55 Nonprescription drugs and medical supplies 
SE5502 Internal and respkatory over-the-counter drugs 
SESS03 Nonprescription medical equipment and supplies 
SE5S09 Unpriced 


0.27S 

0.107 

0.4S4 

0.232 

0.210 

0.022 

0.107 

0.107 

0.462 

0100 

0.3S2 

0.536 

02S6 

0.2B0 

6.517 

4.404 

0.053 

0.000 

1.482 

1J72 

0.210 

4.922 

4.047 

0075 
0.818 
0 427 
0391 

1.525 

0-156 

0.427 

0.524 

0.396 

0.022 

1.705 

1.70$ 

0.923 
0.760 
0.163 
0.666 
0.309 
0.324 
0.023 
1.328 
0.062 
0.139 
0-317 
0010 
0.577 
0 577 
0.363 

0.232 
0 131 
0.000 


0.307 

0.212 

0.416 

0.264 

0.243 

0.019 

0.060 

0.060 

0.609 

0.079 

0.431 

0.481 

0.207 

0-274 

5.242 

3.060 

2.123 

0.056 

2.178 

1 570 
0.600 
3.201 
3.143 
O.OS8 
0.594 
0.293 
0.301 
1.520 

0.114 

0466 

0.504 

0.416 

0.020 

2.428 

2420 

o.n4 

0.406 

0.278 

1.415 

0.344 
1.040 
0 023 

1.331 

0.843 

0.192 

0.292 

0.004 

0.679 

0.679 

0.403 

0.200 

0.123 


0.227 

0.153 

0.336 

0.187 

0.109 

0.016 

0.088 

0066 

0.412 

0.060 

0.332 

0J46 

0.255 

0.290 

4.955 

3.952 

0.910 

0.093 

1.278 

1.165 

0.113 

3.231 
3-171 
0 060 
0.529 
0.268 
0.261 
1.533 
0.163 
0.450 
0.486 
0.411 
0.023 
2.629 
2.629 
0.599 
0.492 
0.107 
0.745 

0.366 

0.353 

0.026 

1.841 

MO0 

0.141 

0.380 

0.012 

0.890 

0.890 

0.383 

0.246 
0.137 
0 000 
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WKARX* ffUtit* 



■u- .-ft-g... : 


Profeeslona} services 

2.609 

ISIS 

3.472 

^seoi 

Pnysidans »arv»M 

1365 

t.*87 

1.36$ 

seseos 

0«nMcenic«$ 

0765 

0.777 

!.<»3 

assets 

Eyesim 

ti»9 

' 0 346 

0.334 

SEsecM 

SarvicM by oth»r medical pro^aaaisnaja 

0150 

0,235 

0.170 

SE57 

Hospi^lsnd other meOicaJ ears services 

1.328 

1.534 

2.278 

SC5781 

KoepMalfoama 

0.5S2 

0.S8? 

e.eae 

££5701 

Other f^etient services 

0.4»1 

0.529 

- 0.370 

SesTOi 

Outpedam services 

0.301 

0.«07 

0.514 

$£$70# 

UnpriMd 

0004 

0.511 

0.006 

^S8 

Kectth imurance 

0.1 S4 

Q.2§8 

8.32$ 

S£5«1 

Canvnsrtiaj 

0193 

9124 

0.984 

S£$e2 

Slue Craes-Slue 

0018 

0 518 

0100 

SSSB3 

HMO 

0M7 

0.541 

0.006 

S£5«4 

Other health insunnes 

0026 

o.ce? 

0.135 

SiSS 

Reading materials 

0.66$ 

0.580 

0.734 

SE$90! 

Newsp^ieis 

0330 

0,252 

0360 

sesaoz 

Wasaznes, peHoOicsIs. and hooM 

034$ 

0.3» 

0354 

SES909 

Unpriceci 

0.0C0 

0.300 

0,000 

SE60 

Sporting goods and equipment 

0.624 

0.609 

0.399 

sseooi 

%>oft vehides. itvOutiing beyci«s 

0336 

0.306 

0-1 8S 

seeoos 

Other zoning seexis 

0 288 

0.303 

0.214 

SE61 

Toys, hobbles, and other entertalfiment commodities 

1.0C8 

1.017 

0.324 

SEsioi 

7oya. hobbies, end music equipmenl 

0487 

0,4»4 

0 372 

SE6102 

Photsgnqchic sui^ies and equomeni 

0.135 

0.816 

0.112 

SEe<03 

Pet sup{4i8s and K^ense 

0.374 

0.433 

0.330 

sesios 

1»1P0C5BC| 

0012 

0.314 

O.BiO 

SE62 

Entertainment services 

2.163 

2.268 

2.394 

SES»t 

Out) memberahips 

0.3S6 

0-352 

0.3S3 

5Ee202 

Pees tor partetodht sports. exOuding dub mentbershtp 

3-309 

0.M7 

0.394 

S£S303 

Mmisaiwit 

0.S93 

O.S63 

0.71* 

^30* 

Pees tor MMns «r inatrucSons 

0.209 

0.294 

C.247 

SE6205 

Cither cnteitainment services 

0.S76 

0.78S 

0.864 

5E8203 

Unpriced 

0.020 

0.915 

0.922 

aEss 

Tobacco products 

1.116 

0.871 

i.«H 

^«001 

Tebeoco end smdetoe pnducti 

1.116 

0.169 

I.SOI 

SE6309 

Unpriced 

oooo 

0 902 

O.DOO 

SE64 

Toilet goods and personal care appliances 

0.673 

0.768 

0.S88 

£60401 

Otoer «e<Bt goods end amaU pertontf cam appMnee 

0.39? 

0403 

0.326 

86640$ 

Cosmedes. bath end nail preparsocits. maniAire ard 

0.2B1 

0.36$ 

0.262 

SE6S 

Rersonal care services 

0Ji€0 

0.497 

aS56 

SE6501 

Beauty paiior Mrvicu tor tomales 

0.446 

9.328 

0.441 

SE6602 

Haireuts and other barber shoe Mtvncaa w miics 

0.1 14 

0.169 

o.tis 

SS85M 

unpriced 

0.000 

9.000 

0.900 

SEe8 

School booKa and supplies 

0.188 

0.196 

0.264 

SEteei 

Scticd BU, suito-obdege 

e.132 

0.135 

0.185 

56S602 

Elem/H5 books, supo 

0.346 

0.036 

0.062 

SE660B 

Unpitoed 

ftOlO 

0.025 

0.914 

SE67 

Day care, tuition, and oUter school fees 

1.588 

1.869 

2.770 

^6701 

Coltoge Sritton 

0.696 

0,963 

1.836 

SE6702 

Elementary and high school tuiden 

0.275 

0.281 

0.492 

SE6703 

Day care and nursery schod 

0 258 

0.493 

0 377 

^679« 

TuHton ftir tecMHMtoessra other sen 

0.093 

0.045 

0.150 

£66709 

Unpriced 

0066 

0.066 

0.113 
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SEM Legal, financial, and funeral aervlces 

SESeOI Laetl $«rvice f««» 

SE6B02 Perionji financial sarvices 
SE8603 Poneral sxpenaes 
SE6809 Unpnead 

SE69 Information processing equipment 

SE6901 Information proceaaing OQuipmant 


O.MS 

0.363 
0 259 
0 292 
0 061 
0.238 
0 238 


0.9M 

0.338 
0 262 
0.307 
0.086 

0.661 

0.S51 


Source; 


0£P«RTM£NT Of LABOP 
fBureau of Labor Stat'stics 


1.3M 

0.480 
0.390 
0 390 
0.106 
0.074 
0.074 
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Enclosure 2 


1987 and 1998 Item Classification Structures 

L*9*nd. M^OROROUP • INTERMEDIATE AGGREGATE - Expvndltiim CImm - (twn StrvUi 


1987 ftem Cla Mifleation Structure 

FOOD 

FOOD AT HOME 

CEREALS AND BAKERY PRODUCTS 

C«reala and carval products 
Flour and prepared flour mixes 
Cereal 

Rx». pasta, commeal 

Bafcary products 
Wiite bread 

Other breads, rolls, biscurts, and mirffins 
Cakes, cupcakes, and cookies 
Other bakery products 

MEATS. POULTRY, FISH. AND EGGS 

MEATS, POULTRY AND FISH 

NEATS 

Beef and veal 
Ground beef 
Chuck roast 
Rourtd roast 

Other steak, roast, and other beef 
Round steak 
Sirloin steak 

Pork 
Bacon 
Pork chops 
Ham 

Other pork, including sausage 

Other meats 
Other meats 

Poultry 

Fresh whole chicKen 
Fresh or frozen chicken parts 
Other poultry 

Fiah and saafood 
Canned fish arx) seafood 
Fresh or frozen fish and seafood 


1998 H»m Ctaaalficati on Structure 

kodam Slstm^ , , 

FOOD 

FOOD AT HOME 

CEREALS AND BAKERY PRODUCTS 

Cereals snd cereal products 
Flour and prepared flour moces 
Breakfast cereal 
Rice, pasta, commeal 

Bakery products 
Bread 

Fresh biscuits, rolls, muffins 
Cakes, cupcakes, and cookies 
Other bakery products 

MEATS. POULTRY, FISH, AND EGGS 

MEATS. POULTRY AND FISH 

MEATS 

Baef and veal 
Unccoked ground beef 
Uncooked beef roasts 
Uncooked beef steaks 
Uncooked ckher beef and veal 


Pork 

Bacon, breakfast sausage, and related products 
ham 

Pork chops 

Other pork incfuding roasts and ptcrics 

Other meat! 

Other meats 

Poultry 

Chicken 

Other poulby iriduding turkey 

Fish and seafood 
Fresh fish and seafood 
Processed fish and seafood 
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1987 and 1998 Item Classtflcatlon Structures 

Legwv) - INTERMEDIATE AGGREGATE - EzptndHura C1 m« • Hem Strata 


1987 Item Classification Structurs 


1998 Item Classiftcatlon Structurs 


Eggt 

Eggs 

DAIRY PRODUCTS 

Frsah milk and craam 
Frasn whole milk 
Other fresh milk and cream 


Processed dairy products 
Butter and othe' dairy products 

Cheese 

Ice cream and related products 
FRUITS AND VEGETABLES 


Fresh fruits 
Apples 
Bananas 
Oranges 
Other fresh fruits 

Fresh vegetables 
Potatoes 
Lettuce 
Tomatoes 

Other fresh vegetables 

Processed fruits 
Frutt juices and frozen fruits 
Canned and drted fruits 

Processed vegetables 
Frozen vegetables 

Canned and other processed vegetables 


Eggi 

Eggs 


Dairy and related products 
Milfc 

Cheese and related products 
Ice cream and related products 
Other dairy and related products 


FRUITS AND VEGETABLES 

FRESH FRUITS AND VEGETABLES 

Freeh fruits 


Banartas 
Citrus frxflts 
Other fresh fruits 

Fresh vegetables 
Potatoes 
Lettuce 
Tomatoes 

Other fresh vegetables 

Processed fruits snd vsgetables 
Canned fruits and vegetables 
Frozen fruits and vegetables 
Other processed fruits and vegetables mduding dried 


NONALCOHOLIC BEVERAGES AND BEVERAGE MATERIALS 

Juices and nonalcoholic drinks 
Cartonated dnnks 

Frozen noncerbonatad juces and drinks 
Nonfrozen rtoncarbonated juices and dnnks 

Beverage matariata including coffee and tea 
Coffee 

Other beverage materials mduding tea 

OTHER FOOD AT HOME OTHER FOOD AT HOME 


Sugar and aweeta 


Sugar and awaets 
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1987 and 1998 Item Ctassfflcatlon Structures 

>^0^ - INTERMEDIATE AGGREGATE • EiptntfHum CIm* - l!«m SMta 


1M7 H»fn Cliaa tficaMon Stnictur* 
Carx}y and Other sweets 
So9ar and anrf^i sweeteners 


1998 ItRiTi ClauWcation Stnictura 
Sugar and artifkaal sweeteners 
Candy and chewing gum 
Other sweets 
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1987 and 1998 Item Classification Structures 


{■•g<»r>d IVOUOR GROUP - INTERMEDIATE AGGREGATE • Exp«tdttura ClM* - Item Strata 

1987 Ittm Claaiiflcation Struetura 


1998 Item ClaMtfIcation Structure 

Pata artd oils 


Fata and oils 

Pats and oils 


Buttar and margarine 

Salad drassing 

Otfwr fats and alt induding peanut butter 

Other prepared foods 


Other foods 

Canned and pacfoged soup 


Soups 

Prozert prepared foods 


Frozen ary] freeze dned prepared foods 

Snacks 


SnacAs 

Spices, seasonings, condiments, sauces 


Spices, seasonings, condiments, sauces 

Other prepared food 


Baby food 

Other miscellaneous foods 

Nonalcoholic bsversgss 



Carbonated drinks 



Coffee 



Other noncarbonated dnnks 



Pood away from home 


Pood away from home 

Lurxrft 


Fun servics meals and snacks 

Dtnrwr 


Limited service meals and snacks 

Other meals and snacks 


Pood at employee sites and schools 

Unsampled board and catered affairs 


Food from vending machines and mobile vendors 

Other food away from home 



ALCOHOUC BEVERAGES 

Alcoholic beverages 


Alcoholic beverages at home 

Beer. ale. and alcoholic malt 


Beer. ale. end other malt beverages at home 

Distilled spirits at home 


Distdled spints at home 

Wr^ at home 


VMne at home 

Alcoholic beverages away from home 


Alcoholic beverages away from horns 

iMSi! , . ■ 

SHELTER 


Alcoholic beverages away from home 


SHELTER 

Pure rent-renter occupied 


Rant of primary raaidsnea 

Rent of dwelling 

Lodgirtg while out of town 


Rent of pnmafy rasiderx* 

Lodgirig while at school 


Lodging away from home 



Housir>g at school, avciuding board 

Other lodging away from home incfuding hotels and motels 

Rental squivaicnca and household insurance 


Owners' equivalent rant of primary residence 

Owners' equivalent renl 

Unsampled household insurance 


Owners' equivalent rant of pnmary residence 

Tenants' insurance 


Tenants' and household insurance 

Tervants' insurance 


Tenants’ and household rourarKe 


lilaint*n«nc« and rvpair aarvlcM 
Property maintenance and repair services 
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1987 and 1998 Item Classification Structures 

LeoAfxl. ;MUOR:dF(bUP^ - INTERMEDIATE AGGREGATE • Exp«ntfRura CIbm - Itwn StrtU 


J987 tt»m Clittlflcatlon Structure 


1998 Item Ciae etflcation Structure 
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1987 and 1998 Item Ciassification Structures 

Legeod MAJOR GROUP ■ INTERMEDIATE AGGREGATE - Ejcpvnditura ClM* - iMm Strata 


1987 Item Cla»«ificatio n Stnictura 

Uaintananca and rapair commodltlas 
Melenals, supplies, equipmeni tor l^ome repairs 
Other property maintenance commodities 
FUELS AND UTILITIES 

FUELS 

Fuel oil and other fuels 
Fueloil 
Other fuels 

G«a (piped) and electricity 
Electraty 

Ubiity rtatural gas sen/ice 

Other utilities and public services 
Telephone services, local charges 
Water and sewerage mainlertance 
Community antenna end cable television 
Garbage and trash collection 
Interstate telephone services 
Intrastate telephone services 
HOUSEHOLD FURNISHINGS AND OPERATIONS 

Textile house furnishings 
Urtens. curtains, drapes, sewirtg matenals 


Pumitura arid bedding 
Bedroom furniture 
Sofas 

Living room chairs and tables 
Other ftjmiture 

Houeehokl eppliancee 
Refngerators ar>d home freezers 
Laundry equipment 

Stoves, ovens, portable dishwashers, window air conditioners 

Other household equipment and furniehing* 

FloofAwindow covenngs, outdoor/infant/laundry equipment 
docks, lamps, and decorator items 
Tabteware, serving pieces, rwielectnc Kitchenware 
Lawn and garden equipment, tools hardware 

Small kitchen appliances, sewir>g machines, portable heatingicooiing equip 

Indoor plants and fresh cut flowers 

Unsampled household equipment parts, sitmiII furnishings 


Housekaeping supplies 
Laundry and cleaning products 


1998 Itam Clssiiflcation Stnictura 


FUELS AND UTIUTIES 

FUELS 

Fuel oil and other ftiela 
Fuel al 

Other household fuels 

Gas (piped) and electricity 
Elactridty 

Utility natural gas service 

Water and sewer and trash collactJon services 
Water and seiverage maintenance 
Garbage and trash collection 


HOUSEHOLD FURNISHINGS AND OPERATIONS 

Window and floor covaringt and other linens 
Floor cove-lngs 
Window covenngs 
Other linens 

Fumituie snd bedding 
Bedroom furniture 

Living room, utchen. and dining room furniture 
Other furniture 
Unsampled furniture 

Appllancee 
Major apphancas 
Other appliancas 
Urvsampied appliances 

Other houaehotd equipment and furnishings 
Clocks, lamps, and decorator items 
Indoor plants and tlowfs 
Dishes and flatware 
Non^ectnc cookware and tableware 

Toola. hardware, outdoor equipment and auppllas 
Tools, hardware and suppkes 
Outdoor equipment and supplies 

Unsampled toots, hardware, outdoor equipment and supplies 

Housekaeping supplies 
Hcxjsehold dearwig products 
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1987 and 1998 Item Ciaaaification Structures 

i-*0«rx3 MAJOR 6>%C>UP. ' -iNTERMEDiArS ASGREQATE-EafMndKufvClaM- Item Strata 


IMTJtem Classi^cation StmcUire 
HouaeriokJ paper products. inotudir>g st3l>orv8'y 
Other househokJ products, lawn and garden supples 

HouMkeepjng tar/icea 
Pottage 

Untampied Peoy-sminc 
DomestK: service 
Other .nousahoki servicei 
■Appiianca srtd ftj'nitum repair 

Car® erf invalids, elderry, and convalescents in the home 
Uraampled rent/repair of housertold equipment, sound equipment 

Taleviaion and sound equipment 
Television sets 

Video cassette recorders, oisc players, and tapes 
Audio components, radios, recordir>gs, ano other 
Urwampied accessones for electronic equipment 

InformatJon processing equipment 
informaiion processing equipment 


1»9t tom CtetK ificatlon Structure 

Househefd peper products 
Miscellsrwous household products 

Household operations 
Hcusakseping services 
Gardening and lawn care sei vtcas 
Movv^g. storage, freighE expense 
Repair of hoiAehofd items 
‘Jnsampied househetd operatiens 


APPAREL COMMODITIES 
MEN'S ANO BOYS' APPAREL 

Men's sppsrel 

Men's suits, coats, sportcoats, jacksts 

Men's furnishings 

Men's shths 

Men's pants and shorts 

Urtaampied uniforms and other clothing 

Soys' apparel 
Boys' apparel 

Uraampted Poys' uniforms and other dothmg 

WOMEN'S AND GIRLS' APPAREL 

Women's apperel 
tftfomen's coats and jackets 
tAfomeo's dresses 
Wqmen's separates, sportswear 
Women's underwear. riighNi«ar. accessones 
Women’s suits 

Urnampled uniforms and other cfothir>g 

Girls' apparel 
Gels' appami 

Linsampled uniforms and other cfothirtg 


MEN’S ANO BOYS' APPAREL 

Men's epparel 

Mtm's suits, sport coats, and outerwear 
Men's fumtshings 
Men's shins and sweateis 
Men's pants and shorts 
Unsampled men's apparel 

Boy’s apparel 
Boy's apparel 
Unsampled bo/s apparel 

WOMEN'S ANO GIRLS' APPAREL 

Women’a apparel 
Women's outerwear 
Women's dresses 
Women's suits and separates 

Women's underwear, nightwear, sportswear and accessones 
Unsampled women's apparel 


Girta’ apparel 
Girts' apparel 
Unswnpied gets' apparel 




FoOhMSI 
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1987 and 1998 Item Classification Structures 

L*9*n(3 MAJOR GROUP • INTERMEDIA TH AGGREGATE • EJEp*iK«tuf» Cta»« - Item Strmts 


1 9*7 If m Cte— ification Stnictur* 
Men's footwear 
Boys' and girts' footwear 
Women's footwear 


1 998 If m CI«»»iflcation Stnicturt 
Men's footwear 
Boys' and girls' footwear 
Women's footwear 
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1987 and 1998 Item Classification Structures 

L«eend MAJOR GROUP - INTERMEDIATE AGGREGATE - ExpwHtMuf* CUt4 - Ham Strata 


1>87 >f m Claaaffi cation Structure 
Infanta’ and toddlart' apparal 
truants' and toddlars' apparal 
Unsampled accessones and other ciolhing 
Sawing matarialt and luggage 
Sewing materials, notions, luggage 

Watcties 

J»«alry 

APPAREL SERVICES 


1 W8 Item Claaaffi cation Struct ure 

Infanta’ and toddlers’ apparel 
Infants' and toddlers' apparel 


Jewelry end uvatchee 
Wafc^es 
JeMiry 


Apparel teivicea 
Other apparel services 

Apparel laundry arid dry-clearing, excluding coin operated 



PRIVATE TRANSPORTATION 

New vehicles 
New cars 
New trucks 
New motorcycles 


Used vehicles 
Used cars 

Unsampled other used vehicles 

Motor fuel, motor oil, coolant, and fluids 
Motor fuel 

Motor 0(1. coolant, and other fluids 

Automobile parta and equipment 
Tires 

Vehicle parts arid equipment other than tires 

Automobile maintenance and repair 
Automotive body work 
Automobve drTve-train, front-end repair 
Automotive maintenance and servicing 
Automotive power plant repair 
Unsampled automotive repair service pollCY 

Automobile insurance 
Automobile insurance 

Vehicle finarice charges 
Automobile finance charges 
Unsampled other vehide finance charges 

Vehicia rental, regiatration, and inspection 
State and local automobile registration, license, impeetion 


l^MtPORTAWM 

PRIVATE TRANSPORTATION 

New and used motor vshicies 
New vehicles 
Used cars and trucks 
Leased cars and trucks 
Car and truck rental 

Unsampled new and used motor venides 


Motor fuel 
Gasolme <aii-iypes) 

Other motor hjeis 

Motor vehicle pens and equipment 
Tires 

Vehicle accessories ether than tires 

Motor vshicis maintsnsnee end repair 
Motor vehicle body work 
Motor vehicle maintenanca and servicing 
Motor vehiele repair 
Unsampled service policies 


Motor vehicle insurance 
Motor vehicJe msuranca 


Motor vehicle fees 
State and local registration and license 
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1987 and 1998 Item Classification Structures 

Lsgend MAJOR'GROUP • INTERMEDIATE AGGREGATE - ExptndKura CI«m - listn Strata 


1987 item Classification Structure 

1998 Item Classification Structura 


Other automoOiie-reiaied fees 

Unsampied docking and landing fees 

Public transportation 

Ariine fa.'’e 

Other intercrty transportation 

Intraoty transportation 

Unsampled scTiooi bus 

Motor vehicie property tax 

Parking and tolls 

Unsampled motor vehicle fees 

Public transportation 

Aidme fare 

Other intercrty transportation 

Intracrty transportation 

Unsampled p* • i-* -.-.-i- - 



MiiKAi.<:«ni 


MEDICAL CARE COMMODITIES 

MEDICAL CARE COMMODITIES 


Prescription drugs and medical supplies 

Prescnption onjgs and medical supplies 

Prsscrfplion drugs and medical aupplies 

Prescription drugs and medical supplies 

Unsampled rant or repair of medical equipment 


Nonprescripticn drugs and medical supplies 

Nonpfescnption drugs and medical supplies 

Nonprescripticn medical equipment and supplies 

Nonprescription drugs and medical supplies 

Internal and respiratory over-the-counter drugs 
Nonprescnptior medical equipment and supplies 


MEDICAL CARE SERVICES 

MEDICAL CARE SERVICES 


Professional services 

Physicians' services 

Dental services 

Eyeglasses and eye care 

Services by other medical professionals 

Professional services 

Physicians' services 

Dental services 

Eyeglasses and eye cars 

SeiMces by other medical professionals 


Hospital and other medical care services 

Hospital room, m patient 

Other iivpatient services 

Hospital out-patient services 

Unsampled rent or repair of medical ecuipment 

Hospitat and relatad aarvices 

Hospital services 

Nursing homes ana adult daycare 


Health irtsurinee 

Commercial heann insurance 

Blue cross/Biue Shield 

Heatth Maintenance Organisations 

Other health insurance 

MiwnuineiiT ; . 

Health insurance 

Commercial health msurarce 

Blue Cross/Biue Shield 

Hearth Maintenance Plans 

Medicare and other hearth insurance 



Vid«o and audio 
Teievisjor's 
Cable !elevisK}r 
Other video equipment 

Video cassettes, discs, and other media inciuding rental 
Audio equipment 

Audio discs, tapes and other media 
Unsampled video and audio 


Pets, pet products and aervicet 
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1987 and 1998 Item Classification Structures 

Legend MAJOR GROUP ■ INTERMEDIATE AGGREGATE - Expenditure Dime • Item Strata 


1987 Item Classification Structure 


1998 Kern Classification Structure 
Pets and pel products 
Pet services including vetennary 
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1987 and 1998 Item Classification Structures 

Loseno MAJOR GROUP • INTERMEDIATE AGGREGATE - Expcndltur* CImt - Itam Strata 


1987 item Classification Structure 

Sporting goods and tquipmant 

Sports vehicles, inclydmg bicycJes 
Sports eouipment 

Toys, ftobbias, and other entertainment commodities 
Toys, hobbies, and other entertainment commodities 
Photographic supplies and equipment 
Pets and pet products 

Unsampled souvenirs, fireworks, optic goods 


Entertainment services 
Club membership dues and fees 
Fees for partiopant sports 
Admissions 

Fees for lessons or instructions 
Photographers, film processing, pet services 
Unsampled rental of recreational vehicles 

Reading materials 
Newspapers 
Magazines 

Unsampled newsletters 


1998 Item Clasaiftcation Structure 
Sporting goods 
Sports vehicles including bicycles 
Sports equipment 
Urtsampied sporting goods 
Photography 

Photographic equipment and supplies 
Photographers and film processing 
Unsampled photography 

Other recreational goods 
Toys 

Sewing machines, fabric and supplies 
Music instruments and accessories 
Unsampled recreaLon goods 

Recreation services 

Club membmhip dues and ^s for partiapani sports 
Admissions 

Fees for lessons or instructions 
Unsampled reoBabon services 


Recreational reading matariala 
Newspapers arfo magazstes 
Recreational books 

Unsampled recraatioftal reading materials 

EaKtncn wn eowuMUTUia 


EDUCATION 

School books and euppUes 
School books and supplies for college 
Reference books and elementary and hign school books 
Unsampled miscellaneous school purchases 

Daycare, tuition, and other achool fees 
College tuition and fees 
Elementary and high schocl tuition and fees 
Child daycare, nursery school 
Other tuition and fees 

Unsampled miscellaneous school items, rentals, and other services 

COMMUNICATION 

Postage and delivery aervicea 
Postage and deirvery services 
Delivery services 


Tuition, other achool faea, and child cara 
College tuition and fees 
Elementary and high sctKiol tuition and tees 
Child care and nursery school 
Tecnnicai and busir«ss schooi tuition and foes 
Unsampled tuibon, other school foes, and child care 


Educational books and tuppliea 
Educatiortai books arid supplies 
Urtsampied educaiioriai books arid supplies 
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1987 and 1998 Item Classification Structures 

MAJOR GROUP ■ INTERMEDIATE AGGREGATE ■ Expandftur* CIm* • Hem Slrala 


1987 Item Classification Structure 


Telaphona •■rvicas 
Telephone services, local charges 
Telephone services, long distance charges 
Cellular Telephone services 

Information and Information procesting 
other than Celephona aarvlcta 
Personal computers and penpheral equipment 
Computer software and accessories 
Computer information processing services 
Other information processing equipment 
UnsampleO information and information processing 


1998 ttsm Classification Structure 

INFORMATION AND INFORMATION PROCESSING 


Tobacco products 
Tobacco and smoking supplies 
Unsampled smoking products and accessories 


Toilet goods and personal care appliances 
Hair dental, shaving, miscellaneous personal care products 
Cosmetics, bath/nail/make-up preparations and implements 

Pertortal care eerviees 
Beauty parlor services for females 
Haircuts and other barber shop services for males 
Unsampled repair of personal care appliances 

Legal, financial, and funenl services 
Legal fees 

Banking and accounting expenses 
Cemetery lots and funeral expenses 
Unsampled misceiiarteous personal services 



Tobacco and smoking products 
Cigarettes 

Tobacco products other than cigarettes 
Unsampled tobacco and smoking products 

PERSONAL CARE 

Personal care products 

Hair, denial, shaving, and miscellaneous personal care products 
Cosmetics/peitume/bath/nail preparations and implements 
Unsampled personal care products 

Personal care services 
Haircuts and other personal care services 


Miscellaneous personal services 
Legal services 
Funeral expenses 
Laundry and dry cleaning services 
Apparel services other than laundry and dry cleaniiig 
Finanoai services 

Care of invalids and eidehy at home 
Unsampled items 

Miscellaneous personal goods 
Miscellaneous personal goods 


Source : 

iitFAHTMENT Of LABOR 
i;^:eau of Labor Statistic' 
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Mr. Snowbarger. Thank you, Mr. Barrett. 

Mr. Shays. 

Mr. Shays. Thank you, Ms. Abraham. It’s very nice to have you 
here. I was thinking, in some ways, you have an extraordinarily 
powerful position. I would just like to understand a few things 
about your office. And I just want to say, I have no hidden agenda 
in my questions. I do in some cases, but not as you coming before 
us. 

Ms. Abraham. Good. I’m glad to hear that. 

Mr. Shays. I start with the premise that whatever a senior’s cost 
of living, that’s what it should be. It shouldn’t be less, or it 
shouldn’t be more. And then I would say to my colleague from 
Vermont that, if, in fact, we should be providing more, then that’s 
something we should do legislatively, if we feel that it’s not enough, 
that it has to be something more than the cost of living. And I 
would also agree with my colleague from Vermont, if the cost of liv- 
ing is not truly representing their true costs, then it should be ad- 
justed. 

I just want to first understand your office. And I don’t mean this 
in disrespect, because I happen to like politics, but I make an as- 
sumption that the Commissioner’s position is an appointed posi- 
tion. 

Ms. Abraham. It is. 

Mr. Shays. But I also make the assumption that you basically 
have a fairly large staff that assists you in doing your tasks. And 
your task isn’t just doing CPI; it’s a lot of other things. I’d like you 
just to give me an idea of what some of the other responsibilities 
are. 

Ms. Abraham. Certainly. I should clarify, perhaps. I am ap- 
pointed to my position for a fixed term, a 4-year term. 

Mr. Shays. Which is how long? 

Ms. Abraham. A 4-year term. 

Mr. Shays. And is it a reappointed position or is it one time? 

Ms. Abraham. The historical precedent has been that Commis- 
sioners of Labor Statistics are reappointed. The agency has been 
around for more than 110 years, and I’m the 11th Commissioner. 

Mr. Shays. And regardless of party, in other words? 

Ms. Abraham. Right. 

Mr. Sanders. You like that tradition, right? 

Ms. Abraham. I think that’s the appropriate tradition. Even 
aside from my personal interest, I think that’s the appropriate tra- 
dition. 

Mr. Shays. But the bottom line is, a Republican President might 
appoint a Democrat, a previous appointee, or vice-versa. 

Ms. Abraham. The prior Commissioner was Janet Norwood, who 
was appointed by President Carter and reappointed twice by Presi- 
dent Reagan. 

You asked about the other things that the Bureau does. We have 
responsibility for, in addition to price statistics, which includes the 
Consumer Price Index, the Producer Price Index, and export and 
import prices indexes. We are responsible for employment and un- 
employment statistics; the payroll employment numbers and the 
unemployment rate that will be coming out on Friday are produced 
by us. 
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We are responsible for information on wages and working condi- 
tions. That includes the Employment Cost Index we were dis- 
cussing earlier. We produce the Government’s official productivity 
statistics, and we also have a program that produces employment 
outlook projections. 

Mr. Shays. I have always been curious, because in some cases, 
with the CPI, whatever statistic you come with costs potentially 
the taxpayers billions of dollars, or it reduces their costs, or when 
you come up with labor statistics, it has a significant impact on, 
say, the market, the stock market. It obviously has an impact on 
a lot of other decisions. 

Statistics you do with, for instance, the Consumer Price Index, 
we have legislation that says “plus the CPI,” or “the CPI minus,” 
so I’m interested to know what ethical process or protocol you have 
to just protect the American people from abuse. In other words, 
would some people love to get what your employment statistic is 
a little ahead of the market? 

Ms. Abraham. I’m sure they would. 

Mr. Shays. Well, what’s the process? 

Ms. Abraham. There are many things that we do to ensure our 
independence. 

Mr. Shays. The process to ensure the integrity that the statistics 
aren’t known to the general public until — I mean, not to individ- 
uals until they are generally known to everyone. 

Ms. Abraham. Right. We have a process for all of our sensitive 
economic indicators, and there are a number. The only people who 
see the information before it’s published are people who are work- 
ing on it directly and have a need to know what the data are show- 
ing in connection with their work. 

The data are not shared with anyone outside of the Bureau of 
Labor Statistics until our press release has been drawn up. We 
send the information over to the Council of Economic Advisers, to 
share with the President, late in the afternoon before the data are 
released. 

At 8 o’clock on the morning of the release, press are allowed to 
come into a locked room to look at the data so that they can work 
up their stories, and the data are then released at 8:30 a.m. 

Mr. Shays. How many people see the statistics or are aware of 
the statistics, say, before the White House is aware of it? 

Ms. Abraham. Only staff at the Bureau of Labor Statistics. 

Mr. Shays. How many would that be? 

Ms. Abraham. I’d be taking a guess, and it would vary, depend- 
ing on the particular thing we’re talking about. Twenty, maybe. I 
don’t know. If you really wanted to know, I could get numbers for 
you. 

Mr. Shays. Well, I would like to know. 

Ms. Abraham. OK. 

Mr. Shays. But that will be a followup question. 

Ms. Abraham. I may be off in my guess, and it may also vary 
by which statistics we’re talking about. 

Mr. Shays. Has there been any case that’s either been public or 
not been made public where someone has these statistics and has 
provided them to someone else outside? 
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Ms. Abraham. To my knowledge, there have heen no incidents 
where anyone in the market has gotten any of these data ahead 
of time. 

We did have one incident, which we took steps to address imme- 
diately, in which some of our Producer Price Index data were put 
up on the Internet overnight, and they were up there for a few 
hours in the night, and we then yanked them back. There were two 
people overseas, researchers as best we could tell, who ended up 
downloading PPI data during that period. We don’t know whether 
they saw the prerelease data. 

Other than that incident, I know of no premature releases, and 
I know of no cases in which people in the market received access 
to data before release. 

Mr. Shays. Just say Bernard Sanders would not want me to 
have undue influence over you, or any influence over you, frankly, 
nor would I want him to, based on our perspective. What we re- 
quire you to do is not really outlined significantly in statute. It’s 
almost common law. It has just evolved over time; is that correct? 

Ms. Abraham. That is correct. I think it would be very hard to 
write down in statute what you want us to do, in that we learn 
new things on an ongoing basis about how to improve our meas- 
ures. 

Mr. Shays. So a lot of the power that you have is over time, it’s 
tradition, it’s practice. 

Ms. Abraham. Yes. That is right. I think that that’s been a very 
effective way of ensuring. 

Mr. Shays. No, no. I’m not asking you to pass judgment. I’m just 
trying to understand. 

Ms. Abraham. Right. 

Mr. Shays. Because it gets into this whole issue of, ultimately, 
what can the White House do, or what can Congress do to influence 
it. Because I’ve heard statistics of 4.5 percent, as well. 

There is a group of Members of Congress who say that it over- 
inflates the cost and that the Bureau of Labor Statistics is not in- 
clined to change it; therefore, you do need statutory oversight to 
change that, because they are not going to do it internally. 

There is another group in Congress that says — and Senator Moy- 
nihan, frankly — I know this sometimes tends to be Republican and 
Democrat, but 2 years ago I was on an airplane with Mr. Moy- 
nihan, and he had solved the world’s problems by solving this issue 
of the CPI. So it’s not a Republican or Democrat thing. He really 
believes that it overstates, and he’s a highly respected Member of 
the Senate. 

The issue I’m getting to is that there’s also another group in Con- 
gress that believes that you could and should be re-evaluating how 
you determine the cost of living, and you need to act more quickly. 
And they believe that that ranges from 0.2 to 0.5 of a percent. 

What I want to do now is get to what Mr. Waxman was asking, 
and that was, isn’t it true that if you move the — is this my first 
5 or my second 5? 

Mr. Towns. Third 5. 

Mr. Shays. I’ve done 10. I can go around the next round. 

Mr. Snowbarger. Why don’t you go first in this round. 
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Mr. Shays. Yes, and then if we could go around, I’ll take another 
5. 

Isn’t it true that if you moved more quickly on what you are con- 
sidering, there would be a potential reduction in the CPI of some- 
where between 0.2 and 0.5 percent? Isn’t there something in that 
range? 

Ms. Abraham. We have a number of things in the works that I 
described in my opening remarks. The only thing that we are con- 
sidering to which I can attach even a range, in terms of its likely 
impact, beyond updating the market basket next January, is the 
possible adoption of the geometric mean formula in some compo- 
nents of the index. 

We need some time to think about what it makes sense to do. 
We need to do an evaluation. I think speeding up the timetable for 
making those decisions would be extremely difficult. I don’t know 
how we would do that. I think it’s important, as well, that we pro- 
ceed at a deliberate pace to make changes. Our past practice has 
always been to give people substantial advance notice of changes 
that we were making, and I think it would be a grave mistake to 
depart substantially from that. 

Mr. Shays. I need to understand, because I do have sympathy 
with Mr. Snowbarger’s comment. I’m not sure, in this day and age, 
that we can wait years and years and years. The marketplace 
changes very quickly and I don’t know if Government can be so 
slow. 

I will voice a concern. I feel you are an expert for instance, on 
the issue of breadbasket. I would think, unless I just have a totally 
distorted view of what the breadbasket is, that you would be able 
to almost say without notes exactly what constitutes the bread- 
basket — market basket. I’m sorry, when you were asked that ques- 
tion, just before I was given the floor. 

I guess what I’m saying to you is, I need to be convinced that 
so much time is necessary. Tell me why. There’s all this data. We 
don’t have to reinvent the data; it’s out there. 

Ms. Abraham. I’m not quite sure exactly what it is you think is 
taking too much time. Maybe I can give you a better answer if I’m 
clearer on that. 

Mr. Shays. Well, you’re talking about readjusting how you deter- 
mine the CPI. 

Ms. Abraham. Using the geometric mean formula in the index. 

Mr. Shays. Right. Now, is this something that you just started 
thinking about this year? 

Ms. Abraham. No, we’ve been thinking about this for a couple of 
years. 

Mr. Shays. I want to pin you down a little bit. 

Ms. Abraham. In December 1993, we first published an article 
that was authored by Brent Moulton, who is here, that took a look 
at the use of the geometric formula as opposed to what we cur- 
rently do now. 

It turns out that our understanding of what that formula does 
and how we ought to think about it really has evolved over that 
time. So we are still working on understanding exactly what it does 
and thinking through under exactly what circumstances it might 
be more appropriate than the formula we’re using now. 
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That was research. It wasn’t a step directly toward making 
changes in the official index. We just published, in March of this 
year 

Mr. Shays. With all due respect, even publishing in 1993, De- 
cember 1993. 

Ms. Abraham. It was a research paper. 

Mr. Shays. Right. So you were thinking about it before December 
1993. 

Ms. Abraham. We could ask Brent when he started working on 
the paper. We could ask Brent, who is here, when he started work- 
ing on the paper. It wasn’t a great long time, is my sense. 

Mr. Shays. It almost sounds like a facetious answer. I think you 
get the sense that 1993, or let’s say the beginning of 1994, and 
we’re now into 1997. I just don’t think we have the luxury to wait 
that long. 

What I’m going to do is. I’m going to come back. I’m going to let 
other Members ask questions. 

Ms. Abraham. Could I respond? 

Mr. Shays. Sure. 

Ms. Abraham. If we were just talking about knowing what need- 
ed to be done and doing it, I would agree, we would want to move 
fast. 

We realized, after publication of Brent’s paper, as we started 
thinking more about his findings, we began to figure out that there 
was this “formula bias” problem that was related to the findings 
he was getting. 

His paper was published in December 1993. In January 1995, 
just over a year later, we took steps to substantially correct that 
problem. We then figured out that we hadn’t got the whole job 
done, and last summer we made the remaining changes that were 
necessary to fix that problem. 

So when it was a matter of realizing that there was a problem, 
figuring out that we could do something to fix the problem and 
doing it, we have moved very quickly. I don’t think that these other 
things that we’ve been talking about are in the category. I don’t 
think we really have thought through where this geometric mean 
formula makes sense and where it doesn’t. And it’s far from a triv- 
ial matter to really work that through. 

Research and development, in the private sector, often can take 
a very long time, and what we’re talking about here is much more 
akin to that than just accelerating production cycles. 

Mr. Shays. Let me take the second round — I mean, wait till my 
colleagues have asked some more questions. I guess the term 
“fast,” I just don’t want us to act slowly. I just feel we need to be 
a little more timely. Maybe some of it requires us to give you some 
more resources. I just think the implications of this — and I know 
you know this — are just extraordinary. 

Just as Mr. Sanders can tell you about what it’s like for seniors. 
I’d like to tell you what I think it’s like for kids, and what I think 
it’s going to be like for kids when they have to pay the bills, if, in 
fact, we are overstating the inflation rate. 

I have some other questions, but let me just come back after 
other Members have had some time to ask some more questions. 

Mr. Snowbarger. Mr. Towns. 
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Mr. Towns. I will pass. 

Mr. Snowbarger. Mr. Sanders. 

Mr. Sanders. Let me just make a few points and maybe com- 
ment on what Chris Shays said. 

No. 1, it seems to me what I’ve learned today, mostly, Ms. Abra- 
ham, it is terribly important that you remain independent and not 
be swayed by political pressure. I think Mr. Shays suggested that 
I am concerned about senior citizens. I am, but that’s not your job. 
Your job is just to come up with the information. It is, in fact, our 
job to make the legislation to deal with it as we want. And I agree 
with Mr. Shays on that. 

But the caveat of that, the other side of that is that because poli- 
ticians want to balance the budget in a certain way, they may be 
leaning on you to say that the CPI is lower than it is, and therefore 
we can cut benefits. 

I would hope very much that you and your colleagues would have 
the professional integrity to say you’re not politicians, you don’t 
make legislation, but you are going to come up with the best, sta- 
tistically honest information that you can, and resist any effort to 
force you to go one way or the other. Because we can’t run a gov- 
ernment unless we get honest information. I’m sure Mr. Shays 
would agree with that. 

We have to, then, take your information and do with it as, you 
know, we will argue about. But we need independence from you, 
and I would hope that whether its right-wing Republicans or — well, 
there aren’t any left-wing Democrats — ^but whoever it might be, to 
resist that and just maintain your intellectual integrity on that. 

Do you agree with that? 

Ms. Abraham. Absolutely. And I am very happy to be able to say 
that the Bureau of Labor Statistics has a long, long tradition of 
proceeding independently, based on the best technical judgment of 
the staff. 

Mr. Sanders. That’s right. OK. And I think we can all recognize 
what a terribly difficult job it is. I’m trying to sit here and think 
that I have a 25-year-old, affluent young man, say, from Los Ange- 
les, and he has spending habits; right? And you have an 80-year- 
old, low-income person in Newport, VT, who has spending habits. 

They are living in different worlds. And how you balance that, 
that is what your job is about. It’s a tough one, because they are 
living in very different worlds, in terms of what they purchase and 
what their needs are. I would again reiterate, my hope that, to deal 
with that problem, you would put more focus on the needs of senior 
citizens, in particular, especially as it relates to Social Security. 

I am not an economist, and I don’t know all that much about 
substitution theory, so maybe help me out here. If we have, theo- 
retically, somebody who loves to eat steak and hates chicken, OK; 
the cost of steak goes off the wall, the price of chicken goes down. 
So this guy says, “Boy, I hate to eat chicken, but that’s what I’m 
going to eat, 5 days a week.” OK. 

Now, the cost that this person is now spending for dinner let’s 
say has even gone down, spending less money. But he is being de- 
prived, she is being deprived of what he or she enjoys; right? The 
quality of life, if you would like. I’m being a little bit jocular here. 
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How do you measure that? You can come up with a statistic that 
says Mr. Jones is now spending less for food; however, Mr. Jones 
is not getting what he really wants. His quality of life, in a sense, 
has gone down. As an economist, how do you deal with that? 

Ms. Abraham. We deal with that only in an indirect way, I 
guess. The way that we come up with measures of substitution bias 
in the Consumer Price Index is by looking at what’s happening to 
the relative prices of different kinds of items, different categories 
of items, and then looking at what happens to the relative share 
of aggregate expenditures devoted to each of those different cat- 
egories of items. 

And we, in effect, draw an inference from what’s happening to 
the pattern of consumption expenditures about the substitutions 
that people have made. 

Mr. Sanders. I think I understand it, but I think there’s another 
point. And it’s tough stuff, so I’m not being critical here. 

Ms. Abraham. I should say there is a theory that underlies pre- 
cisely how we do this, but that’s the intuition. When relative prices 
change, we look at how people’s actual behavior changes. 

Mr. Sanders. But help me out here. If you were just to look at 
the price of steak, which went up, and people were not purchasing 
it, then people would correctly say you’re overestimating what peo- 
ple are spending. Right? The price of steak went up, but they are 
not buying steak. Wouldn’t that be fair? Am I wrong on that? 

If that’s what you did, if you did not look at what people were 
purchasing, you just looked at the price of the product, and no one 
was buying it, your statistic would be irrelevant. 

Ms. Abraham. Right. 

Mr. Sanders. OK. So, you know, if the price of steak doubled but 
nobody was buying it, we have to take into consideration nobody 
is buying it. OK. But on the other hand, the fact that somebody is 
now buying chicken, which has gone down and people gravitate to- 
ward that, how do you measure it? And maybe you don’t, because 
you’re an economist. 

But in terms of quality of life, I can buy substitute products, but 
my quality of life, in a sense, has gone down. I would like to get 
steak. So you could argue, gee, the cost of food has gone down, but 
how do you take into consideration that people are not purchasing 
what they would like to purchase? How does that equate? 

Ms. Abraham. The only information that we really have to work 
with is what people reveal about their preferences, based on what 
they actually buy. 

I would like to make a distinction here with respect to this sub- 
stitution bias thing. If all that happens is the price of steak goes 
up, then, clearly, people are worse off; the cost of living has gone 
up. This doesn’t change that. All we’re really saying with this the- 
ory, this method of measuring, is that if the price of steak goes up, 
the cost of living doesn’t go up as much as it would if you assume 
they kept buying exactly what they were buying to begin with. 
There are some substitutions that they can make to partially offset 
the increase in the price of steak. 

Mr. Sanders. I agree. I agree with you, absolutely. But what I’m 
asking is, and maybe, as an economist, you can’t do this, how do 
you throw into the equation the fact that somebody is — their qual- 
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ity of life, in a sense, has gone down? I mean, steak and chicken 
is a poor example of that. You can get a cheaper product, a sub- 
stitute product, but maybe it’s not the product that you wanted. 
Has your standard of living gone down, even if it can’t be measured 
in monetary terms? 

Ms. Abraham. We don’t try to talk to people about that directly. 

Mr. Sanders. OK. I think that might be a little bit of a weakness 
in the substitution theory. Would you agree? 

Ms. Abraham. Well, this theory is based on a certain set of as- 
sumptions about people’s preferences, and what they look like, and 
how they respond when relative prices change. I would note, 
though, that the CPI itself is also based on much the same sort of 
assumptions. In constructing this kind of measure, you really can’t 
get away from making some stylized assumptions, I think, and it’s 
going inevitably to leave out how individual people feel about some 
of this, and so on. 

Mr. Towns. Would the gentleman yield? 

Mr. Sanders. Yes. 

Mr. Towns. On that point, as he is raising these questions, it 
sort of opens up another area which points out, in terms of my con- 
cern, that now we’re getting, in some areas of the country, these 
big outlets where people can go and purchase. And sometimes, of 
course, the price comes down. But senior citizens that might not be 
able to drive can’t get to those outlets, you know. These are factors 
that I think that one would need to consider. Do you look at all of 
these things, as well? 

Ms. Abraham. No. I’m not sure all of what you have in mind, but 
I’m sure we don’t. 

Mr. Towns. Well, what I have in mind is this, I come from New 
York, and they have now these big outlet stores. In many in- 
stances, the prices actually go down, because you’re talking about 
bulk buying, in terms of purchasing. But at the same time, it does 
not help seniors, in many instances, that can’t get to these outlets. 
So, therefore, they will not go out and make these purchases and 
will not be able to substitute. 

Ms. Abraham. Let me try to respond on that point, specifically. 
We do have discount outlets represented in the CPI, with some lag, 
in proportion to the share of expenditures that occurs at such out- 
lets. An issue that has been raised is the fact that we don’t attempt 
to compare the prices in older, traditional stores directly to the 
prices in the outlet stores. It has been suggested that we should. 

There are a variety of reasons why that might not be appro- 
priate. You are suggesting a reason why, if we were to do that, 
which we don’t, we might get an answer that wouldn’t be accurate 
for senior citizens. 

Mr. Towns. Let me give him his time back. The point I’m really 
making is, isn’t it true that the poor pay more? 

Ms. Abraham. I don’t know. 

Mr. Sanders. Let me pick up, because that’s just what I was 
going to say. The truth is, it’s very expensive to be poor, very ex- 
pensive. No question about it. 

No, I think you’re absolutely right. When you are rich, you have 
a good bank to bank in; when you are poor, you go cashing your 
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check, what do you pay when you cash your check, in your neigh- 
borhoods there? 

Mr. Towns. There you go. 

Mr. Sanders. They rip you off right and left, OK. 

Mr. Towns. Four dollars right away, right up front, $5. 

Mr. Sanders. What happens if you don’t have an automohile and 
you can’t go? The same situation exists in my State. There are new 
outlet stores that I suspect are cheaper. But you know what? Poor 
people don’t have automohiles, and they can’t get to those places. 
They go shopping in local mom-and-pop stores where the prices are 
often a lot more expensive. 

We can go on and on. Again, I think your job is a very difficult 
job, weighing all of these factors. But I think the evidence is quite 
overwhelming that it is very expensive to be poor. When you 
bounce a check, if you don’t have money, then you’ve got to pay $15 
to the bank, or $20 to the bank. 

But, I mean, is there a prejudice that discriminates, in a sense, 
against the poor who don’t have the freedom of mobility to pur- 
chase certain types of products? 

Ms. Abraham. We’re attempting to track not — maybe I can clar- 
ify this point. We’re not trying to track the level of the expendi- 
tures that people have to make. We’re tracking the change in those 
expenditures. So I can’t tell you whether things cost poor people 
more than rich people. 

Mr. Sanders. But if there are changes because these large dis- 
count stores are selling products cheaper, and you’re going to track 
that. 

Ms. Abraham. We don’t pick that up directly. If it’s true that an 
older store is selling something and a discount store comes in and 
sells it for less, the way the index is currently constructed that 
would not show up. 

Mr. Sanders. OK. Thank you. Let me just conclude by saying, 
most importantly, you’ve got to maintain your intellectual inde- 
pendence from all political pressure, in my judgment, and I hope 
that you will do that. 

Mr. Snowbarger. Let me just followup on that comment. I want 
to reiterate what I said my initial remarks, and that was, I don’t 
think anybody is asking for this process to be politicized, ^^at we 
are trying to do, since we incorporate your product in what we do, 
we need to have a sense that we are using an accurate projection, 
that we are using the proper test, when we adopt policy. 

I think that’s really the reason for the questions that I’ve had, 
at least, particularly about the delays and the R&D that’s involved 
in this. 

Go ahead. 

Ms. Abraham. On that point, I certainly agree. Our objective is 
very much to produce the most accurate statistics possible. And I 
can assure you that, since I have been at the Bureau, I expect be- 
fore that but certainly since I have been there and at the present 
time, we are working aggressively toward that end. 

I also would like to say that we can address some of these issues 
that have been raised and we are working toward addressing them. 
In the budget proposal that we currently have pending before the 
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Congress, we have laid out all of the steps that we think we know 
how to take, at this point, to produce the best measure possible. 

Having said that, I think it’s also important to be clear that 
there are some things that have been raised as issues that I just 
don’t think we know how to address at this point. So I don’t want 
to give the misleading sense that it is possible for us, or that any- 
one knows how, to produce a perfect, true, cost of living measure. 

I can elaborate if you would like. This point is discussed a bit in 
my formal statement. There are things that I think the state of 
knowledge in the economics and statistics professions is such that 
we just don’t know how to address. 

Mr. Snowbarger. OK. Let me go back to an earlier line of ques- 
tioning. Mr. Shays picked up on it a little bit. I had indicated, in 
my initial questioning, I was concerned about — well, first, with the 
Stigler Committee report, that we had a 17-year lag before we at 
least had major changes in how we did things. Then I had men- 
tioned a decade, and you weren’t sure where that came from. 

As it turns out, it came from an April 11, 1997, Wall Street Jour- 
nal article where — well, the headline is, “Labor Bureau Unveils Ex- 
perimental CPI.” I presume that’s this geometric mean that you 
were talking about. 

Ms. Abraham. Right. 

Mr. Snowbarger. And one of the comments was, “BLS officials 
stressed yesterday that the change has been under consideration 
for more than a decade.” That’s the kind of statement that concerns 
me. I understand the lead time on a weapons development system. 
I’m not sure I understand that kind of lead time on a statistical 
measure. 

Ms. Abraham. The person who presented that press briefing is 
here. 

Is that accurate? 

There was a misunderstanding. The quotation gives a misleading 
impression. 

Mr. Snowbarger. Well, I know the chart that they have in here 
shows from 1991 projected out to 1997. 

Ms. Abraham. Right. We went back to 1991 and constructed the 
data. 

Mr. Snowbarger. You reconstructed the data. 

Ms. Abraham. Yes. 

Mr. Snowbarger. OK. Well, that’s a different line of questioning 
altogether. But I am concerned that it takes us as long as it ap- 
pears to, to get these changes in place. 

Ms. Abraham. I’m concerned, too. As I have indicated, certainly 
in my time at the Bureau, we have been working very aggressively 
to make those improvements that we could identify as being pos- 
sible to make in the CPI. 

I’ve only been at the BLS for getting on 4 years now. My Deputy 
Commissioner, Bill Barron, has been at the Bureau for more than 
25 years, and he tells me that the budget proposal that we cur- 
rently have pending before the Congress is the first proposal in 
which we have had the opportunity to ask for resources to speed 
up our work. 

So I think there may be issues with respect to a sense of urgency 
at points in the distant historical past that people on the staff may 
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or may not have had, and I just can’t speak to that. Certainly, at 
this point, we have a sense of urgency. But I think that there are 
also issues with respect to how interested the Congress, for exam- 
ple, might or might not have heen in funding improvements that, 
in another context, could have been perceived as simply esoteric. 

Mr. Snowbarger. Understand. 

Mr. Shays. Would the gentleman yield? 

Mr. Snowbarger. Yes, I would yield. 

Mr. Shays. I just really want to be clear on the concept of “ask.” 
I don’t want to split hairs here, but I blame Congress when Con- 
gress is asked and doesn’t step forward, or I blame Congress when 
Congress should have the knowledge and should step forward. I 
blame any department that doesn’t ask for it. And so Congress 
can’t prevent you from asking for something. 

So I don’t understand the concept of “ask.” Are you saying the 
administration didn’t allow you to ask for it? 

Ms. Abraham. Since I have been at the Bureau, I feel like we 
have been moving forward aggressively, and that’s the only period 
of time to which I can speak directly. 

Mr. Shays. OK. But you put on the record, and it is on the 
record, that this is the first time you’ve been able to ask for it. I 
do not understand that. I want you to explain that to me. 

Ms. Abraham. This is information that was given to me by my 
Deputy. Could I ask him to come forward? 

Mr. Shays. Sure. We need to swear your Deputy in, though, 
when he comes. 

Would you swear in the Deputy? 

Ms. Abraham. He really is in a better position to provide histor- 
ical context than I am. 

Mr. Shays. No, I don’t mind. Let me just say something, if I 
could, Mr. Chairman. 

We’re trying to understand something. If there’s any other per- 
son — we’re not trying to put you on the line here, if others can 
share information. So if you have anyone else you would like to 
come up and have us swear in, I think we should do it, and then 
we could have more dialog. 

Ms. Abraham. I think, in terms of the history of the BLS budget, 
Mr. Barron is the best person. 

Mr. Snowbarger. Sure. 

[Witness sworn.] 

Mr. Shays. I thank the gentleman. 

Mr. Snowbarger. I guess the question is before you now, of Mr. 
Shays. Please identify yourself for the record. 

Mr. Barron. My name is William Barron. I’m the Deputy Com- 
missioner of the Bureau of Labor Statistics. 

Mr. Shays. One of the things that I would like to just be clear 
on is that I do come with this bias. First, I don’t come with a bias 
that we should use the CPI to balance the budget. In fact, I rec- 
ommended to my own leadership that we should not even include 
the CPI, and any dividend should be a dividend. In other words, 
if there’s a change in the CPI and there’s a savings to the tax- 
payers, that should just be a plus. So I just want to say that to 
you. 
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But what I do come with a bias on is that we should move more 
quickly. I’d like to know what kind of resources you have available 
and what kind of resources you think you need. And I can forget 
the other question about the “ask” issue, because I think I know 
the answer, and I think it won’t get us much. So tell me what kind 
of resources you have and what kind you need. 

Mr. Barron. The ongoing budget for the Consumer Price Index 
is about $41 million a year. That’s an estimate for fiscal year 1997. 
That excludes the cost of the expenditure survey, the continuing 
consumer expenditure survey, which we put in place in the late 
1970’s. That was really the first time we had the opportunity to get 
the funding to do that. So it became operational in probably 1979, 
1980. That would be another $18 million or so. 

I’d like the opportunity to provide some of these numbers for the 
record, because I’m doing this from memory. 

Mr. Shays. Sure. 

Mr. Barron. The research budget in the price program is, I 
would say, approximately a million, million and a half dollars. It’s 
very small. At any rate, I agree with you. Congressman, that the 
agencies have a responsibility to ask for things. 

So I would put it this way: I think our 1998 budget proposal en- 
hancement level represents the most aggressive thinking that we 
have had the opportunity to make, and it represents the most ag- 
gressive set of proposals we know how to make, at this time, to 
speed up this process. 

Mr. Shays. The second part of the question is the one I care 
about, not that you’ve been able to ask. But are you asking, in your 
1998 budget, what you need to move as quickly as conceivable? 

Mr. Barron. As we know how to do. “Conceivable” is a tough 
one. Congressman. 

Mr. Shays. As you know how to do. 

Mr. Barron. Yes, sir. 

Mr. Shays. OK. 

Mr. Barron. Could I add one more thing? In the past, you know, 
there are a lot of constraints. I don’t want you to feel that anybody 
from the BLS has blamed the Congress for things. There are a lot 
of budget constraints we operate under before we are able to 
present things to our appropriations staff, which has been very 
supportive when we’ve had the opportunity to present things. I’m 
going back in time, prior to the tenure of the current Commis- 
sioner. 

Mr. Shays. I’m not just focusing on this administration. We’re 
talking different administrations. 

Mr. Barron. Right. 

Mr. Shays. But are you saying that — have you asked for more 
in your research side of the budget and been turned down by — who 
would you report to? I don’t know. 

Ms. Abraham. The Secretary of Labor. 

Mr. Barron. Secretary of Labor. 

Mr. Shays. And then he has to — or “she,” in many instances — 
reports to 0MB? 

Mr. Barron. The Office of Management and Budget. Sometimes, 
over my career, we’ve had sort of a bifurcated process. 
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Mr. Shays. What I want to know is, in the last 4 years, have you 
requested — is this the first time you have made a request to your 
Secretary to increase the research part of your budget? 

Mr. Barron. I could answer that — let me answer that the way 
that gives you the answer that’s most appropriate for your ques- 
tion. You used 4 years, and that covers that time when I was Act- 
ing Commissioner. During that time, we did ask for money to re- 
vise the Consumer Price Index, and that money did not make it — 
that request did not make it to the Congress. 

Mr. Shays. And I accept your point, Ms. Abraham, that Congress 
could have been focused on this 4 years ago, as well. So I accept 
that. 

Mr. Snowbarger. If I could. I’ve got three questions here, real 
quickly. 

The first one really kind of goes to this budget request and a 
question that I have about how we go about this process. Just for 
instance, on your web site, you list 12 other statistical Federal 
agencies that compile economic data. Are we, in the Federal Gov- 
ernment, getting the most for our money out of those 12 different 
data collection agencies? Do you share information? Do you collect 
the same kinds of information? Can you share information? 

Ms. Abraham. There currently are constraints on our ability to 
share information with the other statistical agencies. That’s some- 
thing that I think it would be desirable to address. 

Mr. Snowbarger. What prohibits you from doing that? 

Ms. Abraham. There are statutory barriers to sharing informa- 
tion. The Census Bureau, for example, is covered by a law that 
says that when they collect information, either from businesses or 
from individuals, that they can’t share those individual records 
with anyone else, and that includes the other statistical agencies. 
I think it would be desirable, for a variety of reasons, for us to be 
allowed to share that information, for carefully specified purposes, 
in a constrained kind of way. 

Having said that, it is not my sense that there is much duplica- 
tion in the activities of the statistical agencies. The only real exam- 
ple I can think of is that, because of legislative constraints on shar- 
ing data, the Census Bureau maintains a list of establishments 
that they use for constructing samples for surveys, and we main- 
tain a separate list. 

Beyond that, I know of no real examples of duplication of effort. 
I think that there would be things that we could do that would let 
us improve our statistics, if we were able to share information, and 
maybe around the margin, some efficiencies. 

Mr. Snowbarger. Well, going back to some of the questions that 
were asked earlier about specific segments of the population, 
whether its the poor, whether its the elderly, however we’re going 
to divide up the population, don’t you have access to census data 
that would at least give you some educated intuitive approach to 
defining those things, and about buying patterns, things of that na- 
ture? 

Ms. Abraham. We have information from our consumer expendi- 
ture survey on what older individuals buy. 

Mr. Snowbarger. That would be more accurate? 
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Ms. Abraham. I think our consumer expenditure survey gives us 
the best, as far as I know, really the only, available information on 
that. The problem isn’t that the information is not accurate; the 
problem is that the sample is small, so there is noise in the data, 
which constrains our ability to construct measures that are precise. 

Mr. Snowbarger. Well, I would appreciate it if you could let the 
committee know what barriers there are in statute to sharing this 
information, so that we might take a look at doing that. 

Ms. Abraham. I would be very happy to do that. I would say 
though, that I don’t think that the information sharing is really 
going to be directly helpful in addressing the issues we’ve been dis- 
cussing today. 

Mr. Snowbarger. I yield to the chairman. 

Mr. Shays. Mr. Towns, I just have one more question. Do you 
have any questions? 

Mr. Towns. No. I just want to find out why. I don’t understand, 
if you can use census data, why it wouldn’t be helpful. I don’t quite 
understand that. Could you just sort of spend a moment educating 
me? 

Ms. Abraham. Why the statistical agencies being able to share 
information wouldn’t be helpful? 

Mr. Towns. No, no, no. If you have the information that is col- 
lected, that it would not be helpful to you. The census information, 
we’re talking about. 

Ms. Abraham. I had understood the subject we were discussing 
here to be, specifically, assessing the expenditure patterns of older 
individuals. Census really doesn’t collect much in the way of — I 
don’t know that it collects any information on those expenditure 
patterns, and certainly not at the level of detail that would be help- 
ful to us in producing the Consumer Price Index. 

For producing the Consumer Price Index, we need to have very 
detailed information on expenditures in each of 200-plus categories 
of items in order to appropriately weigh the index. And Census just 
doesn’t collect anything like that. 

Mr. Towns. OK. 

Mr. Snowbarger. Mr. Shays. 

Mr. Shays. Just as Mr. Sanders was talking about, and we on 
the committee were talking about the differences in cost of living 
for, say, a senior versus a young family, there obviously are re- 
gional differences. I just need to have a sense. My brother-in-law 
has bought a home in Georgia, three and one-half baths, almost 
4,500 square feet, for $215,000. In my district, that would cost be- 
tween $600,000 and $1 million. 

Are elderly — in concentrated areas, would I make assumptions 
that cost-of-living in Florida would be lower than cost-of-living in 
New York, or would it parallel? 

Ms. Abraham. There are really two different things, I think, em- 
bedded in your question. One is, what’s the level of the cost of liv- 
ing? 

Mr. Shays. Right. 

Ms. Abraham. That’s not what the CPI is trying to measure. We 
have been working, on an experimental basis, on trying to put to- 
gether measures that are informative as to differences in cost lev- 
els across geographic areas, but that’s not the CPI. The CPI is just 
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tracking how the prices that consumers pay for the things they 
purchase are changing. It may well be that there are differences in 
that across geographic areas, too. 

Mr. Shays. You are saying the base is lower to start with, but 
the cost of living may go up about proportional? 

Ms. Abraham. Right. 

Mr. Shays. OK. 

Ms. Abraham. But we do produce, as a by-product to what we 
collect or produce, the national index, regional indexes. So that’s 
something that one can take a look at. 

Mr. Shays. Let me just nail this down a little bit more. So even 
though I see wide disparities of prices, would it be your testimony 
that cost of living tends to go up pretty much — you don’t see the 
wide differences, in terms of cost increases? 

Ms. Abraham. I would want to go and look at the data, specifi- 
cally, but it is not my sense that we’ve seen dramatic differences 
across geographic areas in the rates of growth of consumer prices. 
I would like to provide the data for the record, if I could. 

Mr. Shays. Sure. Thank you. I appreciate the committee’s indul- 
gence. 

Mr. Snowbarger. If I can finish up with one final question. As 
you’ve talked today, and we’ve been talking about process and the 
methodology that you use, you indicated that there is a certain 
methodology that you have instituted already that has made a 
downward adjustment of about two-tenths of a percent, I think is 
what I remember you saying. 

Ms. Abraham. Right. On net, over the past couple years. 

Mr. Snowbarger. Right. And then the possible shift to a geo- 
metric mean might mean an upper limit of a quarter of a percent, 
but that would be a downward adjustment. 

Ms. Abraham. It would slow the rate of growth of the index also. 

Mr. Snowbarger. OK. And I guess the overall question, then, 
based on two things, is that thus far, as you’ve tried to determine 
how methodology ought to be changed, all of those would seem, at 
this point in time, to indicate that the Consumer Price Index, as 
we have been calculating it in the past, has been overstated? 

Ms. Abraham. Well, we’ve made a number of changes over the 
past few years. On net, those changes have led to a slowing in the 
rate of growth of the index. There was a piece of the way we were 
putting together the housing measure that we changed that worked 
in the opposite direction. 

Mr. Snowbarger. But the net. 

Ms. Abraham. The net effect has been to slow the rate of growth 
of the index. 

Mr. Snowbarger. Again, getting back to the point that, at least 
from your research thus far, changes that you feel are legitimate 
and need to be made would indicate that we have been overstating, 
in the past, and we need to adjust it so that the — I forget what you 
said — that the rate of growth is not as fast? 

Ms. Abraham. The changes we have made, and the one change 
that we are looking at making, that I can give you any quantified 
information about, have worked and will work, on net, to slow the 
rate of growth of the index. 

Mr. Snowbarger. Thank you. 
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Are there other questions at all? 

Mr. Towns. No. Thank you very much. 

Mr. Snowbarger. Thank you very much, Ms. Abraham. We ap- 
preciate your being here. 

Ms. Abraham. Thank you. 

Mr. Snowbarger. We will make some adjustments real quickly 
here to get our second panel moving. 

[Witnesses sworn.] 

Mr. Snowbarger. Our second panel, I might just introduce you 
all real quickly before we get started. Our second panel consists of 
Mr. Charles Hulten, professor of economics. University of Mary- 
land; Dr. Kurt Karl, senior vice president of U.S. Macro Group, 
WEFA, W-E-F-A, which I presume you will explain when we get 
there; Mr. Dean Baker, who is an economist at the Economic Policy 
Institute; and Mr. Matthew Shapiro, professor of economics. Uni- 
versity of Michigan. 

Mr. Hulten, we will begin with you. 

Mr. Shays. Mr. Chairman, I wonder if I could interrupt and just 
make a suggestion, with your permission, to our panelists. 

You have been gracious enough to sit here and listen to the ques- 
tions already asked, and you have been gracious enough to listen 
to the testimony, as well. If you are so inclined not to read your 
testimony but want to just jump into those issues and make com- 
ments — in other words, if you want to read your testimony, but if 
you also want to summarize and respond to some of the questions, 
I think the committee would appreciate it. We certainly appreciate 
the fact that you listened to the others. 

Mr. Snowbarger. I might also remind the witnesses that we 
have allowed for your full statements to be put into the record in 
their entirety. So keep that in mind. 

Mr. Shays. You’ve got lots of options. 

STATEMENTS OF CHARLES R. HULTEN, PROFESSOR OF ECO- 
NOMICS, UNIVERSITY OF MARYLAND; KURT E. KARL, EXECU- 
TIVE VICE PRESIDENT, U.S. MACROECONOMIC SERVICES, 

WEFA; DEAN BAKER, ECONOMIST, ECONOMIC POLICY INSTI- 
TUTE; AND MATTHEW D. SHAPIRO, PROFESSOR OF ECONOM- 
ICS, UNIVERSITY OF MICHIGAN 

Mr. Hulten. I would like to summarize my written statement, 
if I could, because there was so much ground covered earlier today 
that I’m not sure I would know where to start, on a piecemeal 
basis. 

I would like to address my remarks today primarily to the issue 
of quality change in the CPI. Of all the problems that beset the 
CPI, this is undoubtedly the hardest. The redoubtable Adam Smith 
looked at the issue and walked away from it, saying that it’s such 
a very disputable matter that he saw the whole issue as somewhat 
uncertain. 

This is echoed, I think, down over the years, and it has certainly 
been repeated by one of my fellow panelists who called a quality 
change the “house-to-house combat of price measurement.” But just 
because it’s hard doesn’t mean we can afford to ignore this issue. 
Mismeasurement of quality translates directly into mismeasure- 
ment of price. And according to the Boskin Commission, about half 
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of the 1.1 bias that they identified across the board in the CPI is 
due to the quality area. 

Unfortunately, there aren’t any quick fixes for these problems. To 
use a current phrase, no low-hanging fruit on the quality tree. But 
there are some things we can do now. The first thing is to make 
a commitment to invest in our statistical infrastructure. I have, in 
my written testimony, given some of my ideas, and I would like to 
give some of the reasons why I think these ideas might be worthy 
of consideration. 

Much of my thinking is based on some research done by BLS 
staffers, Brent Moulton and Karin Smedley, who studied the CPI 
process for the year 1995 and observed that, in the items that they 
studied, the total price change was 4.7 percent. But this really was 
not inflation. Instead, the BLS undertook a number of adjustments, 
technical things like the link, and class mean, overlap, and direct 
quality adjustment methods. When the smoke settled on this, the 
actual change in the CPI was only 2.2 percent. In other words, the 
BLS is already making adjustments to the CPI of more than half 
of the total observed price change, for things that might loosely be 
called quality. 

And I have, in my examination of the CPI problem, zeroed in on 
some of these methods and come to the conclusion that, at least in 
one case, that is to say the link method, that they may be over- 
adjusting for quality, not underadjusting, as is commonly believed. 
On the other hand, there are other areas, another method, the di- 
rect quality adjustment method, was probably biased in the other 
direction. 

I think that sorting out the various biases and what they already 
do should be a major item on their research agenda. And these are 
not the only things to worry about. Quality and new goods come 
in during this process. We heard described earlier sample rotation. 
About one-fifth of the CPI sample is changed every year, and this 
is an opportunity for new goods to come in. 

Unfortunately, the uptake process is rather slow, because it’s es- 
sentially a reactive process rather than a proactive process. As a 
result, we see instances like cellular telephones, which were intro- 
duced in 1983 and are still not in the CPI. 

This lag is only part of the problem, however, because when 
items like cell phones do come in, they are brought in in a way that 
doesn’t change the overall level of the index. What happens instead 
is that only subsequent changes in this good are allowed to affect 
the CPI. But surely there is a gain to the consumer at the point 
of entry of the new good. The technical term for this is “consumer 
surplus,” and in the current BLS procedure is assumed as essen- 
tially zero. 

This leads, I think, to a variety of potential opportunities to im- 
prove the statistical infrastructure. I would say, as a first step, that 
I would like to see the study by Moulton and Smedley made a rou- 
tine part of the BLS study program. 

I found it very useful, and I think it would be very useful to have 
this provided every year, and indeed extended in a number of ways 
that I have indicated in my testimony. I think, if we are going to 
embark on a procedure where we urge BLS to make changes, we 
need tools for diagnosing the effects of these changes. 
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Another set of ideas about the BLS itself, and they are somewhat 
technical, but I will mention them anyway. First, I think they 
should eliminate the use of the link method. This will not be pos- 
sible immediately, but it, I think, should be set up as an objective. 
And this is the predominant way that they actually handle quality. 

Second, I think they should accelerate the sample rotation period 
for goods in which the pace of innovation is obviously very rapid. 
I think they are planning to do that, in fact, but I think even more 
proactive methods might be adopted. I’m not sure what they are, 
but I think they should be at least considered. 

Finally, I think they should adopt superior valuation for the new 
goods. Instead of assuming that the consumer surplus is zero, I 
think some other assumption might be better. 

I think, taken together, this will move the CPI more toward a dy- 
namic cost of living index. But I also want to emphasize that the 
issue is not really one of just ordering the BLS to get it right. I 
think part of the problem arises because they had been, histori- 
cally, pursuing an objective of pricing a fixed bundle of goods, and 
now the objective has shifted, and this has introduced a whole host 
of new problems to be dealt with. 

I think that dealing with these problems is going to cost a lot of 
money. It’s my reading, anyway. But I do think the benefit cost 
ratio is quite high. The Boskin Commission has estimated that 
their 1.1 bias is adding about $1 trillion to the Federal deficit over 
12 years. If just a few percentage error points in this estimate will 
amount to billions of dollars. So I think spending a few million dol- 
lars to try to improve these estimates would have a very, very high 
benefit cost ratio. 

The final thing I would like to say relates to something that has 
been mentioned in the earlier proceedings, and that’s the question 
about an externally imposed fix and whether it will happen or 
won’t. 

I would just say that frustration or delays and technical difficul- 
ties, combined with the prospect of substantial budget savings, 
might make this look like a good idea, but I personally believe that 
it is emphatically the wrong approach. Because I think the uncer- 
tainty about the true bias is sufficiently large that any number 
that you are likely to select is probably going to be the wrong num- 
ber, and it’s probably going to be wrong by quite a large amount. 

And I think it sets a terrible precedent for the American statis- 
tical system. I would just ask the question: Will frustration over 
the upcoming decennial census lead to more external fixes? I really 
think there is no substitute for accurate measurement, and I think 
you ought to be prepared to fund the investments necessary to 
build up our infrastructure. 

Thank you. 

[The prepared statement of Mr. Hulten follows:] 
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Cbarlaa >. Bultan 

Profaaaor of looeonloa 
tkilTaralty of Maxylaad 


Baaaarch Aasoeiata 

Iba Batlooal Suroau of Bccnoade Bwaaroii 


1 Mould Uka eo addzaaa ay raaaraa bo tha laaaa of •allty ebai^a la tba 
aaaauBnr Prlea mdax. Of all eha praklaaa tkab baaait tin C3X, quality J - 
la ondoubbadly bba m at dlfflenlt to xaaoln. lha radoubtakla »a«m mdtk 
aailkad any frea tha pzoblan irlth tha obaamtloo 'Quality ... la ao taxy 
dlapnbabla a mttaz, tliat I look moa all lafomtlea of thlt <H'«a aa sonatdiat 
moartala. ■ Aad, thia unoaxtalsty baa aearoely evar tha paat tno 

eaatarlaa . Quality haa raoaatly ba an callad tl>a *baaM-to-bouaa of 

paioa Baaauroaaat* by HatthOM Btaapiro and David MUesa. 

xbe problaa cannot ba ipnorad luat bacaniaa tba atxnagla la ditfiovat. 
Par, lal anaaa wrimnt of tba quality ill— lalan traaalataa dlnetly lato Cha 
iri am aaur aaa nt of prloa abaapao. Aceordlng to tba rapoct of tba adviaory 
Co—iaalcai to Itudy tba crmaiaaar Rloa Indox (or a~M« n—lutm) , 
la y i n vai a aBta la produet quality and tba latroduotlca of ao* gooda 
ovar half of tba 1.1 ptuceant bias la tba CPI. Tba BoaUa Comiaaim — 
that tba groutb rata of tba CPI nould ba ».( poroaDtoga poiata lonr if tba 
quality iaprovaaiaiita vore aocurataly raflectad la the Indaz. 

Tbare ara ao quick fij— for tba quality proUta, ao lou-bai^ice Cralt 
en the quality traa. Xbarc ara, bonvar, atapa that caa ba takm that al^^, 
la tlaa, aaallorata oad pa rb a p a ultlmtaly raoolva tba ptoblaa. Mwt la 
n aada d am la a oeanltamt to l a im tia aa t la tba ptatiatlcal iafraatrueeara of 
tba CPI pcogrm. raaarka today onot a ln aom n—aatleoa about tba 
oeaatruction of tbla 1 af r uatr uutua a ■ 


^ nia taatlmiy la baaad. la port, on a papar pcaparad fee j'*'* •*"**•<— 
IB Nay/Qiaia laaua of tba Bt. baula Padazal laaarva BBok'i 
aplalaaa a a p raaa ad barala aza aolaly ay om aad abould aot ba attzlbutad to 
aay orgaataatioe vitb i*ieb I an aaaoc l a t ad or idiloh aapportad aay port of «•»— 
reaaazCb eo uhleb tbit teatlaooy la baaad. 
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Ika >r9tg t 


X BI>S agant ge«« to an outlat aaoii moath vith a llat o< itaw to pclca. 
No«t of tba Itan os tlM Hat ara fovmd in tlia ostlat asd chalx prica la 
taooxdad, but about 4 parcact of tba Iteaa axa la any aoaith. Per — ih 

Blcalag Itas, tba agent flret datanlnea if It baa ba«a dlaocotlnnad ear la 
ti apo raxlly unairallabla . If tanporaxlly unavailable, a prise la leputad 
altered wben tba Itan reappeara in the outlat. on r>>« other hand, it tfr * Itaa 
(a pertloulac brand of aaplrin, aay) la dlaooetlnnad, tba agaat aaae a 
tbecHliat to aalast a aubatlfruta Itae lor pricing (another brand of aapirin 11 
avellabla, or a rdatad item llXa Ibuprofan if not) . ihla tubatltote Itee in 
ravlavad by a SIS ooouodlty apeclallat to dataraina if it la coaparaJOle to the 
old Itan (aaplrln) , in vbich caaa tba dlffaranoa in the price of tbe old and 
nav itan ia traatad aa a pure price chaoiga. nboat tao-ehirda ei the 
subatituta itoaa rare treated aa eo^ianbla in IfSS (aae Table 1} . 

fox thoee rubatltuta ltaB« not dnsaad to be cxs^^erable, tbe price of old 
and nea itaee la conperad and loaa fraction of tba prloe diffamatial in 
attributed to pure price inflation and tba rest to diffexenoais ia gnelity. 

Tbla ooeparlson nay be accoa^liibad by directly estlratlng the quality 
ccnpooant oC the pzioe differential. Tbia can be dnbe eirhar ay nsiJ^ a 
hadooie-prica regreaaian to neasure quality cbaaiga or by satlaatiag the direct 
production eoata of achieving tha nav level of quality, adjuatad for profit 
eergins. Prloe bedooiioa are ueed neinly for and apparel. oeM 

production- cost approach ia used aainly fox antra, bat other icran ace cxaatad 
thia way aa well. Only about JO percent of aufastitute Itaas are handled by 
tba direct covpariaon nethod. 

Tbe vast najoricy of new Itena are dealt with ualng tha < <ee ratbid, 
elace 1993, the claea-eean eetbod.* The pure prim dieage belTftiien two itow 
is lapated aa the evexage change for otber item ia that ratagocy.’ 

In the elaaa- e ean aetbod, the price change ia <«q«rt-ed using the avenge change 
for rei.red itana in that categesy ratber chan tha svezi^ of all itaas. Any 
rasidoal prim cbnaen is loplicltly attributed to a irJiaime ia goality. Xhue, 
if the price of a paokage of aapirin van $3.00 laat acath and tlw sidoscltata 
patebags of ihopxofan costs $3.00 this amth, and tbara eas ao prlra laflatise 
ta ether related pharaaceutioala, the eatira $1.00 prlra differential eoold ha 
actributad to quality. 

The total effect of theee prooeduraa on tbe CPI is draaetie. e e *^ rr 
research by »LS ataff eenbera treat Moulton and Karls aaedlsy <^,^1 t^t 

tha raw price quotea gathered by Bid agenca in 199$ rasaltsd In a total 


i There ia alao on 'overliii* nethod ehieh la esad for a vary saall 
fraction of the aen-ooapareble aubecitute itaae, aainly for tochnioal 
oorxectiona. 

’ ta doiexibed by txnkseobt and aBybadc (i9a9. p.109) . 
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voMdjujitad pries shutfs o£ 4.73 psresat.* Mjtutaants tstsUiajr 3.K 
psresBt ssxs asds to tMs flpurs uaiap tbs link, olnca-nsan, orsslsp, aaA 
dizset foality adjuatasne setbods. Tbs cssiilt %fss a rbiiinjiii la tl» tax tbs 
covsrsd ieesa of only 2. if psroeot. In otter words, HU prooadnras Isd bo a 
laz^ adjuseaant in tbs caw prlsaa oollsctsd by agmts, ccotrazy to ete 
pa(Mlar ixpireaaisD that tte CPI fails to eaptura quality ebssgsa. 

aowover, this 2 . if paxesat adjustment is not a saasure of tbs true rata 
of quality change in the goods and serricas consonad in 1S7S. It is, instaad, 
ooa^sed of three distinct elsaaatai 

• Itaa repackaoiiig . Tte change in tte units with wblda itsM are 
naasured. There are instanesa in which saallar padcagaa (quarts of 
ailkj are substituted tor larger packages (galloas) sad Tice warsa. 

Ob ewersga, there axe as assy 19 -stsings ssd dom-slsiaes, but they 
do oot eaaeal each ctbar because of tha avaraging pxecadnra used by 

au. 

• aesple r,a Kben an lean like aspirin goes sdsslag sad Is 

replaced by a brand of iboprofaa, chara is a chaags In qeallGy 
ariaing freai the shift In siagile ooapoeltlan. Beeewex’, this type of 
quality sbenga is difforent Cxoa a net change is qaality In tte 
undarlying aasortabant of rcmeiir goods (the kind of quality dianga 
that -"h*"***- nensmtar welfare) . The f n-rw a r arlnaB Crow tte fact 
that a diffaneit anbaat of goods is being sailed and that tte 
aTeraga qaality in coo aaagla differs fzoa tte awaraga qaality of the 
other. 

> tens fWisaiev rrisTtM Iben an iton is (Unncri-lniiad, its TagtsBasaub 
any ha an i^sovad warlaty of that itan. Or, tte regleoaont Item 
■ay be sn entirely new good in the naxkat place. In soeb altnaticc«, 
thara Is s net quality etenga in the quality of tbs wndarlylag 
aaaortMDt of oonsunar goods and tborefoxn a ohanga in nnnsi iM r 
waif are. 

Brsors sade in astlaatlng either itan rapneksigiag ok aaiqila onaq»ositlop 
nffaeta any not Mna the CXI. part of tte rapaekagiag offset nay, for a»vla 
ba assigned erroneously to the ssi^la coupooltien or tros qgality entageriee 
without affecting tbs tiza of the CPI. Cbly the estiaate of traa qoslity 
change ie effected in this case. Oasnga is dona, hewaraz, Than a ]ilaa in aay 
ooa of the catagorias changea tte total size of the 3.5f parosat sdjiistaant. 


* Tbs Moultee and Snedlay study Inniidas Itena that oomr 73 paromt of 
iteaa in the cpi-P weraion of the aaiket haskat. kcoecdlag to thasa authoes, 

*>»eludad fren the studies ware price quotas for rasldsBtlal raait end 
bonsoaears' aquiTalaat zann (all yeara) , end household insuzasiea, poat^ia, 
babysitting, «tid oaza of invalids (isps) within ■ouslng: us e d cars (all 
ynaxs) and autoaohila finaaoa charges (IPPS) within T raB ago rtatl ani health 
lasuranoe (all years) within Nadical ears; nagaslnas, jpa ri edtca l a and books 

(iPtl and XPM) and Sparta wahlclas, including bloyolss (1PM) %>ithin 
tetarbsiTinsut. * ns largest om^wmaBr of tte nlsalng is pa r osa t is tte mt 
and rental equivalaat of residential bouaing. axsoounting for 2 S pazesntaga 
points. 
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Man Mioh •rear aecually crMpa into tba CPZ froa tknaa aoureaa? nUa 
‘**r**''*« oo idilch — thea« ax* u«*4 to ■•punea prls* and foaUtyi tba Itak, 
elnM-beaa, and dlzeot-^piality aatboda. laeb haa Ita o«n paeullarltlaa and 
fbeuld ba oooaidaiad aaparataly. 


Blaaaa la tha idnk and Claaa-Maaa Mathada 


Moulton and Saadi ay aatiaata that tha rapackaglas effaet aeeouatad for 
o.t parcant of tba 2. SC percent total ‘quality* eatlnata In 199S. Tvo-tblxda 
of tba repaddng affaot «aa ooocantratad In tba link and elaaa-BBan aatlnds. 
»ay go on to allocata tba raaiainin j 1.7S parcant iwaig the rarlous Batbada. 
*bay do not I bowamr, adpazata tbalr results Into aa^la cn^ioaltlon and trua* 
qi^uty affacta. Tha Moulton- SBadlay aatinatas, rapzodaoad in TaUa 3 of aa<« 
tastlnony, than coi Inpla tbaaa tiao affects and ooivllaata tba Usousslon of 
peaalbls biases. 

Table 3 reveals that tba link aethod has tba practloaQ. effect of 
aecrlbotlng alnost.all (SS paccane) of tha rav prioa Ineraaae to quality 
ebanga and notbiaq to pure price Inflation In isss (aftar adjuataaat for 
repackaging) . this Is an ii^robabla result, in Tlev of tbo poaitiva prioa 
laSLation evldant In tba otbar itsna (a. 9 ., 1 . OS paroent in nonsubstltuta 
Itaaa) . Based on tba aspazlanca of itaas bsndlad eltb tba clnaaly related, 
but Bora praclaa, claaa-aaan nacbed, one vould predict that tba para petea 
e cu irei a n t of the libkad leana should ba 0.32 pareantaga points rather than tba 
0.03 paroantaga points raportad in Table 2 . Xa otbar wrda, than is a 
prasiaption of bias in tba link nstbod ebst ladKttStSd tba CVX by 0.3 
paroantaga points in 1S9S. 

tba olaas-naan netbod probably glvas in aceurata nault for tboaa itana 
ahleh antar tba cot baeauaa of aaapls chu r ni n g, m tlia aobatltutian of gs.oo 
Ibaprofan for |3.00 aspirin, Cor ara apla , aooa fraction of tba (1.00 pcloa 
diffaraatlal ia dua to pun Inflatloa but aost is probably das be tbo 
dlfforant aatun of tba Itans. Bowavar, this is not naossaarlly trua etas tha 
Bubstltata Itaa is a aav good or a ’asor and l^rovad* variety of tba old itaa. 
Tnrtaad, tba raaaon that moot Itana are dlacontinuad is ptaolaaly bacnasa they 
bavB bean dlsplaoad by auperlor alternatives. In such osaaa, tba olaaa awu 
aetbod any oraratate. quality. As Reinsdorf, Idegay, and Btaeurt (istc) 
o bae i >» in tbsir study of apparel and autos, ‘aanufseturars often tins real 
prioa incraasas to co inci de witb product redasigna or tbs intzodnotion of nee 
■odals . • ihssa real prioa Inoraaaas sill tad to bo rrsifnsail sith qoallty 
l ^ rn v r a a ta, eltb a resulting orareatiaata of tba quality affaot. Noraovax, 
tba preduoaxa of nae goods oan aonetlaas extract a acncpolistie pcsaiiB 
axialng froa patents (or Cron a lack of afCactiva subatltutaa) ia tte early 
stages of ebs Itsn's prodnet cycle. 

Sana of tba prioa diffaraatlal attributed to quality by tbs link and 
elaas-nsana (■LOC) n a t-be da aey tbarsfora ctnnaal sons a b<a<ii prioa 
laeraaaa. Xtaa trua eoctant of tba lupHad blea is not know, bob aoa» insight 
into ita nagnitiida can ba glsanad by aoopariag tbaaa artboda nibb tba dlxaet 
qoalley adjustsaat (*saA*) nathods. According to Table 3, tba latter livutad 
only about oiie>tbixd of tha raw price ebangs to quality, oo^arad to oaarly 
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ISO p«ro«ae «i£b th* link aaUwd sad 7* paEoaae vtsb tk* elMa-asaa Mtited. 

If tdw trua ^sogatxijei^ of abaaa^ in th» mr fdoa oC ete lt 4 na 

wttk tha Uai apprOBCb ware aetoally the uaa aa tka 1,11 (umi I liai of ^ualiey 
chaoga vltk DQk, a rather largo biaa would raault. OWat how largo ia ubSokiw, 
hut the CPI Bight ha UBdaretated by aa auoh aa 0.P7 parsantaga polasa if all 
itaaa eurrontly bahdled with lOt procaduraa wera new oc iay r o v d gooda ratkar 
tkac neroly saaple raplaceaianea . * 

A biaj of this sagnituda ia laprobahla. fhare ia so roaace to «qpact 
that the itea» haodlod with hCM aathoda should sraparienos the saaa ralatlwo 
dagroa of guallty ehasge aa thciaa itaaa subject to DQh (largaly autos atwi 
apparel) . Moreover, 1 will argue that the DQh satthoda era fhaimiil iiaa likely 
to ha biased agalsat quality change. And, finally, the alae of acy hlea 
dapaada on bow the sanpla of Itaaw la iplit Isatwaao aaapla chsxolng and true 
quality change and this la not knom. g e varth e lMS , thara la a atra n g 
pseauaption (abarad by Bid ataff) that ehs liak, and paslMsa the daaa-iaaaa, 
Bsthoda era hlaaad in favor of quality abaagn and tend to mdarstata tha Bnw 
CPJ. Sorting out thia prablan akould ha a priority for further raanarrti ah 
Bid. 


tka Siraee (biallfcy Adjaataaec Mtked 


l£ quality efaanga could ha naaaurad aocascataly uaing direct imthndn. tdae 
l£H procedurea would ha of aazglnel aignlflcasea. Tha latter eatlaata qnail^ 
aa a realdual (tha raw price cheage not attributed to the Man change is 
price] and are, St beat, appro a cl aatlopa ■ Tha CQA eatboda -• the price* 
hedonic regresslona and the productlcB-eoat appzoaok -- hare tlM wixtua 
that they aeeaure the quality eontanb of aped fie Itaaa and tkarafore pceaaiaa 
nore accuracy than tha Indirect aethoda. But, thia ia a proBlaa that haa yet 
to ha fulfliiad. Both typaa of DOA are bleaed agalnat qaality idwage. 

Ccuaidar the product! os-coat approach. This procaihace nrwsii that 
site of ^lality i^provenenta is proportioial to tha Incraaaa is dizeet 
production eoata eaeoctatad with achieving the inemecnc, adjwatad Cor profit 
■aarglsB. Thia prooadure la only aecuxata if tha cost of quality cha^e ia 
directly prc^rtlonel to the aaoust of quality chasga. lowever, thara are 
Mny Inataneea is which the coat incraaaa is laaa than proportional.! Is 
auch caaaa, tha incraase in iteai coat usderatates tbs trua taouat of quality 
change. 


! The mgnicude of this “link* bias yea mailer in early ysara, gre<cU« 
freaa -0.S4 percent ia ISti, to *0.73 percent la life, and -0.S7 paroaBt la 
ites. 


! The productleu of aew goods la oftaa tha result of algaifioast 
research and developaent. Any XiB pregraa iavolwiag tba ganasBtloa oC asv 
kaotiladge is likely to generate apillevera tbat the isBovator canaet c a ptur e, 
la th e se caaaa, tha total aaouat of Itaaovatian (and qaality cbange) is likely 
to he greater than the R.I0 costa. Sea aultsa (1SS7) for -aa< 
discussion. 
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Ibc pile* hadeela r*9na*lca ^roaefe la alae avbjaot to *>»<« hima. 
abas tba com ot quality chaz^ looraaaaa laaa zapldly quality ItaalS, 

tbe prloa-badcmle ragraaaloa ylalda as LoOerBStlaaCa of tbs trua »»»—■> of 
quality cbaugu.'’ xn tba agctcaaa case la i^ilcb quality iapronaanta are 
antliraly eoaclass, tlie price taaOoulc approach vlll give arroaieoua result 
that no quality chaoge baa occurred at all. 

The Biifi has nads sr^eatar use of QQl In recant years, at the aiq^ensa of 
the linX method. An increased eoqihaals oo direct quality eatiaHtioti la a 
daalrabla policy objective. loweTer, a eova to dinot eethoda must be 
ac c o aqi aaled by the Uqprovement of thaee eethoda if the potemtlal beseflta are 
to be realiied. ind, the lasue of qoelity-eoat proportionality hias le ooe of 
the issues that euat be aorted out by further research. 


fla^ are hle tuhetltetaa 


Another bias sey arias fron the eey judaeamts are eeda about itsai 
subatltutloes . Khan an Item la adsalng froa tha eaudcat bashat, arsi eoanodlty 
ualysta nat detareine w h e ther e new item is coapereble to an old itee. 

There are guidelines for this puzpasa and ceaea are rest seed, but a 
eoealderebla errant of lodlvldial jodgeast la still involved, la this regard, 
it aey not be easy for agents to spot the tms sztsat or nataze of a wdel 
change or to determiae sbich diaagea are oosaetlc sblch ebaz^es are 
subatantial. Bila any lead to eoasarvatlve jodgeeata, but the dlxectioa of 
tha biea Is not clear. Bcwerer, it any indeed be aoze dlfflenlt to spot an 
aroaliB la quality than to observe positive liqii riTsaisil i. since producers bave 
aa inceatlve to rvsireal tha foxaar and adrertlaa tbe letter. 

About tso-thirda of Itsn subetltutloos vers treetsd as stdietltiitss is 
UtS, up froa around 40 paroent la the early l*t0a. Miaa a subetituce Itan is 
deeead to be comparable to an old item, tbe entire dlfXaraoca la price Is 
attributed to purs price oheage. If tbera eotually were quality IsprorwHOta , 
they vould not be reflected in tba CPI. This aadssian vlll tend to overstate 
tbe CPI. 


hev goods aad (eagle Xetatloe 


The ’philosophy' of ths CPI Is to aaaavBO prlea Indetlon vlth reepsct 
to a aaxfcet beskat of Itaa sfaleb is bald fixed over tlan. By raprini]^ tbs 
sans Itaaa Booth are eosith, a eeasure of inflation Is obcadaed does aoc 


^ Tha quality- Induced change la price Is tbs verlabls on tba left-hand 
aids of the hsdooic regression. If price aad quality are not pr npn rl I f 1 
tha regreaelcn of prioe oo tha quality obarsctarlstlas «B tlght-ba^ ai^ 
ef ths hednnlc zagresaion does not ylald a pure astlMts of qaallcy oba^m. 
Bather, it yields tha dagzaa of quality ebogs scaled by a eoat-of- quality 
factor. Addlticnal details are provided in enn-— (UM.lPPT). 
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eeafutte pxlpa vltii eAtas^a is itmm esMia»4. la a 

?ijmw iM tMa sl^Usib^i ta: £lwra is also a SaCast: m ete sel<»«s s£ soae 
it«B» rlsa Eiwcex tlwa oc;attxa, consuasxs ar« imlijtaly- to baf tim mam disc «tf 
^ooSa.. sod vlU inaCMd shi.£t spaadlsf st«y fros tfea ifcoH ttteh azw baooaias 
raXstiTaly aora •^qpeasin. Sinos £bs cn traces e&s aoob oS £2a Eiasad 
haskot,, i£ £«jnds to o?«rstata oost ioorsasas that cotwuMxs notti&lly 
fflajjariaao®, Th« ter® oZ art for Usis piecoasaan is •stabaciCTseiass Mas.’' 

Mstb&r ii^licstios of tbs fLsad oarfest taaskat pbilos^i^ is tbst 
m^rior ssv goods would oersr, in theory, he incorpontad into the ols: a£ 
goods. Quality ch&ags li thus iapossihla vmder a pazm flxsd-haakat s^roeeh. 
fc>«»var, theory i* dafetted hy praetloe. old Itana ars dlssx«tlja»«d at a. rets 
of shout 4 percent p«i‘ i^th and new it«*M are euhstitaitsd dtaring the 
rs^riolog process. £his results in a large ajmuel trxuoao^rar s£ itseii ixi 
.mshat iHLskat, team of idslds are lagixtjved eersioDs of old leess Cthot^ eha 
thte of •a^ptate* of such g«»ds is unhaowni . 

or isqpronid it«w alao enter the C9f wudcat bas^e telng elm 
pfocea* of 'seaple reeatiea." «iia is « preoass by «dit^ of 

■arkst fcaakse is ^laitgad aach yaar. It px'ovldee ^aiothiSE oppciiclsiiity tax asv 
goods to find their way iato th« CSl awpla. «ti« prooes* is, fesasrwir, 
£««atiye inetsad of proectivs and, «s a sasialt, Mjor lnwracij»a oftee take 
yaara to est«r the Cn. Cellular telophases were irstrt^xmd ta the Mir^t 
phase in 1S$3, and 15i4, l»t still are ast ropreacxtted in the CPI aeahet 
hardest. Air eoDditlcaisra, nidrswawa arrmoa, vtate, sad persoosl eequtera ItKVa 
ell beam cited as ajcaeples of tha altar intjre4h>ct.i3e of siajor new foo&i.' 

Tlie lag In istrodoeing aam goods is mly half the pmhlae. Otaoa they 
are brought into tha CPI, new goods antsr the Bdxket haelcec wtChaot chenglaff 
the leo«l of the CPI at the tine of entry. ODly eshsaqaeot Pangea ia their 
price are countad. thus, the iapliett price reAlotisB that oetxBca at the tiffio 
•dum. the new itea is ^rotated' iato the CPI {the coasuners auz^plns) Is siMts^, 
13 m, net Fseidt is to orarotata the CPi and uaoideraaimc qudlty l^prcyamsats . 


Qaeslusioeji sad Kecemaaedattons 


9>sro la widespread, sgraoeent with the hoaldn Conaissidn'a 
r*®ai»i»Gdatlon that the CPI shoald be « toat-tKE-liwing iadex. Jsaest mmsrfat 
by BIS ttsssiicsics&ar I&tberlne Abrahais Indicate that St£ has adoptad this 
resKwaosBdetloEi ae a long-rua goal, aewever, ateaisgMot of thi* goal *111 not 
ha m& aeey task ssd will he particularly diffloulc in the ama of qosliey 
«h^3g«. 

Moidi of the recent dlsoueslen a«« foeuead on thoaa quality binsae 
wsrwwtc the tma price lOTsl, hat there ane elec biaaaa wStlth epamto in the 
cthso: directing^, the net result is pmhahly a^ upward Mss it the CPi., hot 
the i9B3ga of t»corta.isty is quite large . It is possihle, thecagh sot pv^whla, 
that fir tag all of the q^lty^xelaeed ^r^laae is the CPI ii»i>l«4ing new 
fCiOds) would lead to lietla change in the indwac and idgiht wren lead te a seall 


th* Siirieary Co«»is«ioa (1SJ«! sad Bsumsss {iS#«,l9St5. 
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raAietlon . ' 

■efc «r«ry«sa wunld «srrM vtU ekl* dlagnocia. Sowevax. tha on* point on 
ubioh alnoat all ebsarvaca agroa la Uat Chera la a largo zaaga ot uncoxtalncy 
about tha total alsa of tha CXI blaa (0.1 paroant to l.f pazceot in tlta Boakln 
Cnaal galop raport, laxgar on botb aola la ay analyaia) . M a flrat otap In 
roauelng tlila uscarcalaty, I baliava that nora Inforpatlon about tha anatopy 
of tha CPI ia saadah. Bpaelf loally. It atuld ba aztxoaaly halpful to havo tha 
typa of data aaaaiutilad la Mcrul eon -Saadi ay atudy provldad on a xagular baala. 
^haae data would be useful ia di ag n oa i as prohlea araaa and in tzBChlng tha 
affaota of ehaagas aada to tha CPI aa a raault of tha Boahin Caagalaaioa's 
raport aad its aftemath. I tharafora racoiBead that the Bis oonaidar tha 
following qptloos; 


B Pro^ca aa annual aurray of the iataisal atruetuxa of tha OZ gOLo^ tha 
liaea of tha stwfy by Brant WaUton and (axin Bpadlay. 

e Bxtand the soopa of tha Moulton-Saadlay fraaawozk to ineluda the antira 
range of CPX ifcaggs. 


Other usaful axtensiona odgbt include: 

• Solaxga the soopa of tha Xoulton-Saadlay f ri awoik to 1 deist ify tbosMS 
oonccaparabla suhatieuta itaaa that are algply aai^a r^laoeBanta from 
thoaa that axa new. or aignlfioantly, h^rowad itagga. Ihie nag ragulra a 
ipecial mibsa^la of itaea fox fallow-ig! study or spadally codina itgns at 
the tisa of saapla ooUaotion ox xavlaw. 

• it>ai«<aa a aubagapla at aubatituta itaaa txaatad aa oo^parabla to look for 
hidden cdsangai in quality (poaltive and nagaolwa) . 

a Study tha aaapla rotation procasa to dataraiaa tha aoctcgft to naw or 

iiprowad Itaes entar the CPt aanpla daring rotation, and Intagznta this 
etady with the MoaltoBBSggedlsy f i saaisiiS ■ 

• Pzovida an orrazall aaaaa sunt of how moh ’trua" quality Ohanggs has aetsxad 
the CFl each year, i.a., tha sactast to shlch agw or l^pnrrad goods axa 
nfleotad in the calculation of the CPI. 


Neat of thaaa se^a can he aebiarad in the oaax taxB, altbongh a study of tlw 
aa^a rotation prooaas {and any naw aanpllag procaduras) nay taka sons tins 
to aceoagilisb. Infeneal diaouasloos with VLS officials s o q gaa ta that nigay of 
thaaa options acre suxrently under mialdezatloo. 


’ Tbls eoaoluainn rafexa only to quality change oad tha saw poeda 
pxoblM. Ihaxa Is also a asihstitatlon hits, dtleb tha Bo sS cAa rsitlsaliigs puts 
at 9.* pazoaot pax year. It la possUals that sons ox all of this e.a pa x c s a it 
oould be aiodad If tlw Unk-blaa tuxna out to he laxpa, hot this is ewty 
pxoblsaatla. 
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Aaot&ffiS' 8®t og ge fir « !WMi ti A l t' 1 fm e ian^vea cbBogas gA etas CTI tccalf . Stas gtzot 
issvolvtas etas liak Bsttasd of h * ii 4 l la g Boaco^pustals subseXeueos. ItaXa BSeittd 
la, at beat, so appraxlaatloo sod asy be atgalflcaatly blaaad. Ttaos, 


• The BU should cootiaue eha Crend amy tram etae link oathod is (stox of tbs 
olaaa-osac aattaod sad direct quality sdjuseaent share poesltals. 


se«3ad, naneo^ie r stale substitute Itees axe cnxmtly handled axelualvsly by 
one ot the four oetlifxis discussed above. Inalgtaea iseo the bias la sadi 
■athod eould be sained If, for ao«M subset of Itans, eora ti**" oos oathod «i 
applied to the saae Itiai and the results eoa^ared. Thus, 


• Ttas link, elaas-oean, and dieeot qualtey adjnatasne wttaeds be 

appllad slanltaneoasly to a aubaet of itsw la ttas CTI aaapla. 


third, direct, quality adjustaant nacbods (the pxioe badonie zegressloB and the 
production cost mtbedsi eusreetly ueed by Hd are subject to qaaUey-aost 
bias. This also spplles to tbe link sad clsss-oean nathods. 


* This souroa of bias abould be studied by Bid and tbe diffareae eatbods 
l u ar o v e d to the aactaat poaaitale. 


reuzth and finally, su should also focus oB the two gasiaxal jKetalaoa 
associated wltb ttas latxodnntloti of nao Itsns. Kd it currantly ooBsidariag 
ttas possibility of soesleratlag ttas ss^a rocstlon period of ttaoaa elsssss of 
itaoa la shleh laaovatien ooouxs st a rapid poos. I aadnrsa e*«<t vtcy of 
rednoiner the Introdactim lag sw goods, ■oserv e r, X also baltsva sven 

sore proactive st^s abould ba takse to IdsatiCy pacoduot laaovaclEaia . 


• As a atsp la this direction. Bid alghe o n siit o r developsents la each product 
class and publiata astlMtas at ttat averega tiae lag vltta which Ijg^ortant 
sew goods are iacoxporeted Into the CFI sample. Scaasar data any be of use 
In this effort. 


Mw goods oirrestly eater tbe CPI is a way tbec mdantstas tbe value of ttas 
itSB to ccosuBera. It ttaatefose oisa es tha ii^ielt decline In price at ctae 
tioa ttaa new Iteo is iatrodueed (tbe oonsuoer surplus) . 


• The Bid should adopt a loog-mn goal of iJ^xoviag ttaia sltaatisn. 

Techalqiaas ere oirmtly aider ihvelo i i ee ar that nay prorlda a aore aaourete 
treatnsnt of eonsisaar sesplus than tbe oncxesit assi^tloa that It is equal 
to aero. 
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Hu Asoussts vsluati<u of neo goods Xa ao diffieolt • gKdhlm *»»»«• wa 
astias^oe t*chaii|u« or ■ssroitBiwnt prooodaro is llkaiy to ntmmm-KM gsessal 
aacmgtaecm fox tha faresaasMs fueiss : ]l39«riaes£aCiaa wieh aitsxaatlsv 
nsehcsls will ucdoubtsdly be required, is l^s peoceas 


• atm®« or lochistry or cownodity specialist* BigW; be aiepaitaled to a^^xaise • 
ttm plausibility of valuaticms abtalned uslag different: proeednaee . 


^wse rec froenrta ticoa aove tbe CPI toward a aera dj^aada soat-af-llwir^ ln£tx. 
Bowaver, there is ao fisad trajectory for achimioe this ebjaeeiwe. jrv^i 

of i^TOTlog the CSX. la sat sls^y a setter of cedaxiag the BbS to 'get It 
right.* idaob of tbs •tecbaolcgy* needed to bnlld a true §oet-e£-iisdrm iisdsx 
la atm aadex aad fraught witb dlsagresei^ta over a^mssisite 

aathodology.^ 

iisreover, Hidb of the aeadoale lltarature baa fe o uaed oa Iteaa *vt «**■*»»». 
the pace of teohDOlogieal advanoa has been parfcieialarly rapid (a.g., 
pharaacautloas aad c ot un ase r alaotrecdca) . h oorweapondli^ body sC wldtanos 
for a broad range of tecbnologioally leea Roomie (or teBressl've 1 esoitfmmxii 
good* does not sdat. Shia nay foster a abawed pesapective se tbs gahUty 
pr^las. 

Progress will coat aeney. ptrbapa aose aooay tbab la eurrcetly aeelsibsiad. 
■ut, it will be aaaoy well spamt . aroMiher that tba »«*»*-*- Oowisaioa 
estlBatad that a reduetito of 1,1 percentage polata la the C 7 Z would Mwa oear 

trillion dollars of federal budget deficit trrar tba naact twelea years. Aa 
error of just a few percentage poiata isvolwas hilliais e£ dollaxa. Tfae 
bmatlt-aeot ratio on a few adllloxi dollars spent to ij^pzcpvs tin CPI is 
pobantially enoraous. 

Peustration over delays and cechnloal diffioultias, eoafaiiisd with tba 
prosjioot of substantial Ixidget tavSjtgm, stay Isad Coograse to furtoi an 
ejrternal *fljt* to tbs pxotolen -- • •ailTar bvllat* solution in whiefe the CPI 

is reduced by a flxad aneuub like C.S pertasdr or 1.1 pezeemt per year. %bla 
ie, eaipbatlcally, the wrorag approach, '{he zasga o£ traoartaixety about ebn tma 
bias Is suffioiently large that aziy oasbar snleetad by OangEOsa is lUaaly to 
be wrong, and poeslhly woog a large asoont. Mxnonx, such a oonxaa sate 
a terrible pxacedmt for the baerican statistical systsn. dill frustration 
errmx tba upconiitg dacenoial census lead to sore silver buUstoJ there is no 
subsrtitute for accurate anasuxaaanb and Congress kkxdd be pr^iarad to fund 
the necessary statistical loCxestruccure, an Infzastructara that has bean 
sadly aaglectad in tba past. 


“ Wltnaas the recent papers by Plsbar and Oriliobas (i»»fi} and T‘»lr-n 


(1S»S) . 
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R«Iativtt 

la tbm 

Tablo 1 

liq^rtaace of Substltutlooi 

1 Caoatxvction of the CVZ* 




1514 

1995 



(») 

(%) 

Unk Mtbod 


1.71 

0.57 

OvaTlap netbod 


0.33 

0.05 

Dlzact vial adj . 


0.30 

0.41 

daaa-Man aethod 


M/A 

0.32 

Total nonmaparabla 


2.35 

1.3S 

TotAl cc«|»r«ble 


1.70 

2.54 

TOtAl SUbCtitlUtiCKlS 


3.95 

3.90 

Soasub* tl tutlaoj 


5«.05 

9S.10 

Total oomrod C3Z 


100.0 

100.0 

•rbm prloo quotoa Tor aowirml 
li«it of itoM, Moot laqpcrtJCDt 

Itan oatagorlaa are axcludad. 
of nbleb If raaldastlal rent) 

Idea text for 

Tbe elaae-naan 


MCbod w«« Dot oMd In 1>I4 . 


Souxxn: Moulton and Snndlny (1997), Table 4. Total leay not espial 100% 
baeanaa o£ roundlnQ. 
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Mr. Snowbarger. Dr. Karl. 

Mr. Karl. Thank you very much. 

You asked about “WEFA.” WEFA was originally, in 1963, found- 
ed by Dr. Lawrence Klein, Nobel laureate, as Wharton Econometric 
Forecasting Associates, hence the acronym. In 1987, the University 
of Pennsylvania was bought out entirely and retained its name, 
“Wharton,” about the same time we were merged with Chase Econ- 
ometrics, and Chase Bank kept their name, “Chase.” Hence, we 
came up with WEFA. 

I would like to just summarize my comments. I will preface that 
by saying that I am no expert on measuring Consumer Price In- 
dexes; rather, as an economic consulting and forecasting firm, we’re 
experts on the U.S. economy and using the data, rather than meas- 
uring these things. 

The CPI is a price index which measures the cost of purchasing 
pretty much a fixed basket of goods, rather than a cost of living 
index, which is how it is often used. A cost of living index, of 
course, would attempt to measure what really happens to people, 
as opposed to what happens to the basket of goods. 

It is my opinion, since the CPI is often used as a cost of living 
index, by Congress in their legislation, for example, on Social Secu- 
rity payments, as well as in private contracts, particularly between 
labor and management on cost of living adjustments for wage nego- 
tiations, that Congress should direct the Bureau of Labor Statistics 
to actually create an index which is the cost of living index, and 
provide the necessary funds to create that index. 

I agree with the widely accepted view that the measurement of 
the CPI, with respect to a cost of living, is biased upwards. It over- 
estimates the rate of change of the cost of living. It’s important to 
correct for that, not only because the cost of living index is used 
in business and government obligations, but also because it would 
provide a more accurate understanding of what’s going on in the 
U.S. economy. 

For example, the CPI is used in producing what we call the gross 
domestic product information, produced by the Department of Com- 
merce. That is used to adjust the consumption expenditures by con- 
sumers and get what is called a “real” estimate of gross domestic 
product, after-inflation estimate of gross domestic product. 

Understanding how rapidly the economy is growing, under- 
standing how rapid inflation is, it’s quite important for setting Gov- 
ernment policy at the congressional level as well as at the adminis- 
trative level, not to mention the Federal Reserve Board, with re- 
spect to how to adjust interest rates. 

In addition, businesses use the GDP numbers as well as the Con- 
sumer Price Index numbers to project their product sales. Most of 
our clients are large corporations or State and local governments, 
as well as the Federal Government. They use this information to 
project their sales of refrigerators, or the revenues, in the State of 
Utah, for example, of corporate tax revenues, or something like 
that. 

It’s nicer to have unbiased data when you are projecting sales of 
refrigerators, nicer to have unbiased data when you are projecting 
your sales or your revenue. 
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The estimate of bias by the advisory commission to study the 
Consumer Price Index, which I will refer to as the CPI Advisory 
Commission, of an upward bias of 1.1 percentage points per year, 
seems large to me. An upward bias of about 0.2 to 0.5 seems more 
plausible. 

I do not base this estimate on a rigorous analysis of the CPI. 
Again, I’m not a statistician. I have worked in statistical offices, 
have a great deal of sympathy for them, but I base this more on 
a subjective, intuitive understanding of what’s going on in the econ- 
omy, rather than an assessment of the precise errors in quality ad- 
justment, substitution, et cetera. 

With that, I would concur with the previous speaker. Professor 
Hulten, that we should proceed cautiously with how we adjust the 
CPI. 

I also strongly would like — I think it has been expressed widely 
this morning that we should keep the bias issue of the CPI sepa- 
rate from the budget process issue. These are two quite separate 
issues. One deals with measuring something that’s going on in the 
economy; the other deals with raising taxes and revenue, and 
spending money appropriately. 

Mr. Shays. Tell me who wants to raise taxes in this group. 

Mr. Karl. The fact of the matter is that we do raise taxes, and 
that’s all I meant by that, not up further. I use it in the sense of, 
they are raised. 

Mr. Shays. I’m teasing. 

Mr. Snowbarger. I wasn’t here when it was done. 

Mr. Karl. Just to reiterate, a more accurate measure of the cost 
of living is a worthwhile endeavor in itself, that we would like to 
know what the cost of living — how it is growing over time. That is 
something that the BLS provides information on, but actually 
doesn’t measure. The CPI was never intended to be a cost of living 
index. 

With that, I will yield. 

[The prepared statement of Mr. Karl follows:] 
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My name is Kurt Karl. I am the head of the U.S. forecasting unit of WEFA, a Pnmark 
Co.nripany. ftTEFA is an information service company, providing econormc .forecasts, data 
and software to business, financiai institutions, universities and government agencies. It 
was founded in 1963 by Nobe! Laureate Lawrence R. Klein. In 1987, Wharton 
Econoraetnc Forecasting Associates was merged wdth Chase Econometrics to form 
WEFA. WEF.A ba.s gtuwn to include over 200 econometricians, economists, sociologists, 
researchers, systems analysts, data experts and support staff. In 1997, WEF.A was 
purchased by Primark and became “W'EF.A, A Primark Company". WEF.A’s headquarters 
are in Eddystone, PA. The company receives approximately $700,000 worth of federal 
government revenue — or less than 5% of total revenue — mostly in the form of 
subscription revenue for forecasting services, data and software. 

The following points summarize my views on the Consumer Price Index (CPi): 

* The CPI is a price index which measures the cost of purchasing a fixed market basket 
of goods and sendees. It is not a Cost-of-Living Index (COLI). However., it is often 
u.sed in bu.siness contracts as a COLI and is used by the federal government as a COLI 
in. for exatnple, making adjustments to income tax brackets and adjustment.s to Social 
Security payments. Congress should direct the Bureau of Labor Statistics (BLS) to 
p.t'oduce a COLI w'hich would minimize any bias and more cio.sely measure changes 
in tiie actual cost of living. Congress should provide the BLS with the necesstu-y funds 
to produce such an index on a timely basis. 

® I agree with the widely accepted view that — as a measurement index of tite cost of 
living — the CPI overestimates the true cost-of-living inflation rate. It i,s important to 
con-ect for this upward bias not only because of its use as a COL, I in business and 
government obligations, but also because a more accurate measure will help us to 
better understand the U.S. economy. The CPI is used, for example, in creating the 
real, or after-inflation, consumer expenditure data that is used in tabulating Gross 
Dome.stic Product (GDP), the total output of goods and services in the economy. The 
upward bia.s in the CPI would imply that we are underestimating real GDP growth in 
the, economy. Many businesses and state and local governments use the GDP 
num.bers, or National Income and Product Account data, to project their product sales. 
For example, real consumer expenditures on furniture and household equipment 
might be used to forecast sales of televisions or so.fas. The downward bias may cause 
businesses to needlessly under-forecast their sales. 

® The estimate of bias by the Advisory Commission To Study I'he Consumer Price 
Index (CPI .Advisory' Commission) of an upw'ard bias of 1.1 percentage points seems 
large to me. .An upward bias of about 0.2 to 0.5 percentage points seems more 
plausible to me. 

® I'he issue of bias in the CPI should not be connected to the budget process. The BLS 
should be producing a COLI which minimizes the problem of biases in index 
numbers even if movements in the CPI had no effect on the federal budget. Providing 
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a more accurate measurement of changes to the cost of living is worthwhile in itself 
for the points mentioned above. 


CP! vs. COLi 

The consumer price index was never designed to be a cost-of-iiving index. It is designed 
to measure the price movements of a fixed basket of goods. If consumers never changed 
what they bought and the goods never changed, then this type of index would be a very 
close approximation of a cost-of-living index. However, the world and consumer habits 
do change. A cost-of-iiving index would attempt to keep up with the clianges in goods 
and services and the habits of consumers, thus more accurately reflecting the changes in 
the standard of living. 

Because the CPI is designed for a fixed basket of goods, its measurement of the cost-of- 
living is “biased.” The bias is a systematic error relative to the measurement of the cost- 
of-living. Sometimes the price of coffee goes up and consumers purchase more tea than 
the previous year; this shift in consumer behavior introduces what is called substitution 
bias . Sometimes a new store opens and consumers drive to a new location and buy the 
same good, perhaps at a lower price; this is refeixed to as outlet substitution bia s. 
Sometimes consumers buy a new' product, while other times they stop buying goods 
which were previously purchased; this introduces new product bias. Sometimes the goods 
themselves change and improve in quality; this leads to quality change bias . 

Cienerally, the biases pusli up the CPI relative to a true cost-of-living index, though not 
always. Thus, changes in the CPI overestimate the rise in the cost of living. This presents 
three problems for businesses. First, businesses often use the CPI as a price escalator in 
contractual an'angernents with other businesses. For example, a three-year contract for 
electrical motors delivered to a customer may be written such that the price of the 
electrical motors in the second and third year will rise by the same percentage as the CPI. 
The CPI is often chosen not for its accuracy at reflecting general inflation — or for 
reflecting the rising cost of electrical motors! — but because the CPI report is easily 
accessible and the data is not revised. WEFA, for example, has such contracts with a few 
of our clients. One that I know of is for forecasting services, another is for software 
deliverables. WEFA did not choose the CPI because of its upward bias, but rather 
because its escalation is readily verified and is not revised. Any improvement in the 
accuracy of the CPI’s measurement of general consumer inflation would be welcome by 
most businesses. These types of escalation clauses in contracts are meant to avoid conflict 
over a reasonable escalation rate. Hence, an improvement in the CPI w'ould tend to reduce 
disputes over escalation clauses and lead to the CPI being more widely used as a 
reasonable estimate of general inflation. 

Second, businesses use the CPI as the cost-of-living adjustment (COLA) in labor 
contracts. The use of the CPI in COLA contracts is less widespread today than 10 years 
ago, but clearly an upward bias is viewed unfavorably by businesses with such contracts. 
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The COLAs are meant to adjust only for increases in the cost of living, not the cost of 
living plus some extra amount which is difficult to measure. A more accurate 
measurement of the cost of living would be welcome, I believe, by both sides in the labor 
contracts. The point in wage negotiations between employers and employees is to arrive 
at an agreement of the appropriate compensation for performance. The negotiations 
should not have to include a discussion over the best measurement of the cost of living 
and the statistical biases in the CP!. A cost-of-iiving index from the BLS would be a 
welcome improvement over the existing CP!, given that the CPI is widely viewed as 
being upwardly biased. 

Third, the CPI is used by the Bureau of Economic .Analysis (BEA) at the Department of 
Commerce in the calculation of gross domestic product (GDP), or the total output of 
goods and services in the U.S. economy. Specifically, many of the individual CPI indexes 
are used to calculate real consumption expenditures. Consumption expenditures 
constitute about two-thirds of the total GDP. Any bias in the CPI would affect the real 
consumer expenditure numbers as well as total GDP. The upward bias would mean that 
we are cuixently underestimating real growth in the economy. Many of WEF.A’s clients 
are businesses which use our forecasts of the real components of GDP to forecast the 
volume sales of their products. For example, our furniture, television, and household 
appliance clients might use the consumer expenditure component, “consumer durables, 
household furniture and equipment,” to forecast their volume sales of furniture, 
televisions, and appliances. Many of our clients use real GDP as a guide for future sales 
of some of their products since they have found that the general performance of the 
economy is the best guide to next year’s sales. An inaccurate CPI distorts the 
measurement of reai GDP and reai consumer expenditures and makes it more difficult to 
get an accurate forecast of sales. 

On a more technical note, the bia.s in the CP! presents difficulties in building models of 
the U.S. economy imd research. Not only does it provide an inaccurate picture of changes 
in the cost oi living, but it is not a consistent data .series over time. The methodology for 
calculating the CPI has changed from time to time, but the BLS has not provided 
historicai revisions of the CPI using the new methodologies. For example, the BLS 
recently changed the formula to calculate the CPI, so as to avoid something referred to as 
“formula bias.” Whereas this is helpful for more accurately tracking future changes in the 
cost of living, the BLS did not provide a revised historical data series consistent with the 
new iormula. This presents a problem to model builders and, researchers using historical 
time series data. It means that we must keep track of ail the methodological changes and 
incorporate them into our models which seek to explain CPI inflation or use the CPI to 
explain movements in other data series. Understanding inflation is extremely important 
lor detennining the policy of the Federal Reserve Board, so I hope you will agree that thi.s 
research is important and useful. Because of this technical issue, I would recommend that 
the BLS provide a historically consistent data series on the cost of living, as well as an 
unrevised data series which is useful in legally binding contracts. 
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Is Inflation Overestimated? 

The CPI Advisory Commission concluded that the CPI overstates inflation by i . 1 
percentage points each year. Of that, 0.6 percentage point was attributed to inadequate 
accounting for the quality improvements in products and the introduction of new 
products, 0.4 percentage point was attributed “substitution bias,” and 0. 1 percentage point 
was attributed to increased shopping at discount stores. 

There are a number of reasons why I believe the estimate of 1 . 1 percentage point may be 
too large. First, quality improvements are very difficult to estimate. When car prices rise 
due to the addition of an airbag how much of those price increases should be reflected in 
the CPI? The Commission recommended accepting this type of safety enhancement to 
passenger vehicles as a full quality improvement. This means that the price of a car would 
rise by the full cost of the airbag, but the COLI for vehicles would remain unchanged. 
Clearly, the consumer is getting the added benefit of a safer car, but is that worth the full 
price of the additional part? Recent research has indicated that airbags have saved perhaps 
less than two thousand lives and have resulted in a few deaths. Given the latest reseaich, 
is the price of airbags fully equivalent to the benefits that consumers receive from them? 
The average home computers today cost about the same amount as three years ago, but 
the newer machine is faster and runs more complicated software. Is the quality 
improvement 30% or 50%? There are no definitive answers to these questions. The BLS 
makes many adjustments to the CPI to account from improvements in quality, but the CPI 
Advisory Commission believes the adjustments are inadequate. The real problem with the 
measurement of quality improvements is that, to a cenain extent, they are subjective: the 
benefit of a faster computer varies depending on the preferences of the individual 
consumers. Adjusting CPI inflation downward by 0.6 percentage point may be too much. 
It would be better to have the BLS arrive at a systematic way of approximating the impact 
of quality changes on the cost of living. 

Second, the estimate of substitution bias seems high. Substitution bias stems from the 
fixed- weight nature of the CPI index. The index assumes that consumers purchase a fixed 
proportion of each good each month, even if relative prices change. However, we all 
know that if the price of coffee quadrupled tomorrow, less coffee and more tea would be 
purchased — consumers would substitute tea for coffee. Recently, for the new GDP data 
the government introduced a set of price indexes, called chained indexes, which are 
designed to eliminate most, if not all, of the substitution bias. Unfortunately, these 
chained indexes at the lowest level of aggregation are based on CPI indexes. Thus, the 
substitution allowed in the chain index is for relatively aggregated types of goods — the 
substitution of a personal computer for a used car, for example. 
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Figure 1 

CPI Inflation vs. Chained Consumption Index, 1985 to 1996 



From the ten years ending In tsttm, the chained consumption index — which is reiativeiy 
free of substitution bias — averaged 3.5%. During the same period, the CPi index 
averaged 3.6%. Some of the recent divergence of the two infiation rates is caused by the 
medical services component, which is growing very slowiy in the chained index due to 
factors unrelated to substitution bias. 

As I'igurc 1 shows, there is not a lot of difference betw^een CPI inOatioa and the chained 
consumption index measurement of inflation. The chained index adju.sts for substitution 
bias by varying the consumer goods weights each year according to the quantity of the 
goods purchased. Over the ten year.s ending in 1996, both of the indexes averaged about 
3.6% inflation, indicating that substitution bias is not much of a problem in the CPI, at 
least at the level of aggregation implied by the chained consumer expenditure indexes. 
Sometimes the CPI index is .substantially below the chain index. This occurred when oil 
price, s fell in the mid-1980s. In this case, the fixed-weight CPI index had an outdated, 
larger weight for gasoline consumption and it exaggerated the benefits to consumers. 

xMore recently, the CPI has been higher than the chain index because of lower iTiedic.al 
services and lower durable goods inflation in the chain index. The lower medical services 
inflation in the chain index is the result of cost-cutting measures at companies that are 
keeping down the costs of employees’ health insura.nce. Employer health insurance costs 
have a large weight in the chain index, but not in the CPI, which measures services that 
can be purchased directly by consumers, such as an individual health insurance plan. The 
durable goods inflation is lower due to substitution, for example, of persona! computers 
for furniture. 
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To greatly reduce the problerti of substitution bias it will be necessary to have more 
frequent Consumer Expenditure Surveys (CES). These surveys provide the information 
necessary for adjusting the expenditure weights used in a cost-of-living index. The more 
frequently the CES is conducted, the more, accurately the weights will reflect current 
consumer behavior. 

Third, the commission believes the CPI fails to account for greater patronage of discount 
stores bv consumers. If, each year, a higher and higher percentage of shoppers buy more 
goods from discount stores, then the CPI inflation rate would be biased upwards. Though 
the BLS does reguitudy adjust its survey to reflect where consumers shop, the mix of 
stores surveyed tends to change more slowly than consumer behavior. Hence, it fails to 
capture the benefit of lower prices at discount retail outlets. Clearly, this bias can only go 
on as long as there are people not shopping at discount stores. So this problem with the 
CPI IS more likely' to provide only a temporary upward bias to the CPI inflation rate. In 
any case, it is a small bias and could easily be eliminated by providing more funds to the 
BLS to expand their suiwey of stores and update the ones in the index more frequently. 

Finally, there is some counterfactual evidence which indicates that the estimate of bias of 
1.1 percentage points seems high. First, surveys of consumers indicate that they believe 
inflation is closer to 3% — not 2% as the CP! Advisory Commission report would 
imply. ‘ Second, if inflation is lower than the CP! indicates, the real income growth is 
higher by the amount of the bias in the CPI, This would mean that real per capita income 
rose by about 2.3% per year for the five years ending in 1996. Yet, my sense in talking to 
clients is that real per capita income is rising very slowly. Third, if the CPI is 
overestimated by 1 . 1 percentage points, then real GDP growth is approximately 0.7 
percentage point too low, since consumer spending is two-thirds of GDP and real 
consumer expenditures are calculated using the CPI. The extra real GDP growth would 
mean that in the last recession in 1991, real GDP fell by 0,3%. Yet industrial production, 
which is not subject to the CPI bias, fell 2.0%, while total payroii employment fell by 
1.1% in 1991 (see Figure 2 and Table 1). Real retail sales fell 2.5% — so even with an 
adjustment upwards of 1.1 percentage points, real retail sales would have fallen 1.4%. 
These declines in economic indicators — some of which are totally unrelated to the 
problem of measuring consumer prices — suggest that real GDP declined by something 
closer to 1 % in 1991. 


' “Preliminary results from the April 1997 survey”, Richard Curtin, Surveys of Consumers, University of 
Michigan. 
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TABLE 1: GROWTH IS ECOSOMIC IHDICATORS, 1978 TO 1996 



REAL GDP 

REAL GDP 

INDUST . 

PAYROLL 

REAL 

REAL 



PLUS 0.7 

PRODUCT . 

EMPLOY . 

RETAIL 

RETAIL 


(%} 

{%) 

{%) 

(%) 

SALES 

SALES {%) 



(A+G.7) 



(%) 

(E+1.1) 


(A) 

{B) 

(C) 

(D) 

{S} 

(F) 

1979 

2.9 

3.6 

3.3 

3.6 

1.7 

2.8 

1980 

-0.3 

0.4 

-2.8 

0.7 

-3 . 6 

-2 . 5 

1981 

2 . S 

3.2 

1.6 

0 . 8 

0-4 

1.5 

1982 

-2-1 

-1.4 

-5.4 

-1.8 

-1.0 

0.1 

1983 

4.Q 

4.7 

3.7 

0.7 

7 . 5 

8.6 

1984 

6.8 

7.5 

8.9 

4.7 

7 . 1 

8 ,2 

1985 

3,7 

4.4 

1.6 

3.2 

4.4 

5.5 

1886 

3.0 

3 .7 

1.1 

2.0 

5 . 6 

6.7 

1987 

2=9 

3-6 

4.6 

2 . 6 

2 . 8 

3 , 9 

1988 

3-8 

4.5 

4.4 

3.2 

4.1 

5.2 

1989 

3.4 

4.1 

1.8 

2.6 

2.2 

3.3 

1990 

1.3 

2.0 

-0.2 

1.4 

0 . 6 

1.7 

1991 

-1.0 

-0.3 

-2.0 

- 1 . .1 

-2 . 5 

-1.4 

1992 

2.7 

3.4 

3 .2 

0.3 

3.2 

4.3 

1993 

2.3 

3.0 

3.4 

2.0 

4 . 5 

5.6 

1994 

3.5 

4.2 

5.0 

3.1 

6.0 

7.1 

1995 

2.0 

2.7 

3.3 

2.7 

3.2 

4.3 

1996 

2.4 

3.1 

2.8 

2.0 

3 . 9 

5.0 


The CPI Advisory Commission stated that the upward bias to the CPI “creates in the 
federal budget an annua! automatic real increase in indexed benefits and a real tax cut.” 
This would imply that the personal income taxes would be falling relative to personal 
income (adjusted for transfer payments and contributions to social insurance). Yet, in 
1984 the effective tax rate was 10.7%, while in 1992 it was 10.5%. I chose these two 
years because 1984 was after the full implementation of indexing of tax brackets and the 
1980-S2 recession and 1992 was prior to the latest personal income tax increase and after 
the 1991 recession. Likewise, Social Security benefits have not risen in recent years 
relative to income growth. In 1983, Social Security benefits averaged about 6.4% of 
personal income. By 1996, this share of income had fallen to 6.2%. During this same 
period, the percent of the population over 65 years-old rose from 1 1.0% to 12.0% (see 
Figure 3). There are many things that could explain why personal income taxes are not 
consistently falling relative to income and many reasons why Social Security benefits are 
not rising relative to personal income. That is not ray point. I simply would like to 
indicate that the nominal, or current dollar, data (which is independent of the CPI data) do 
not strongly .substantiate the view of the CPI Advisory Commission that the consumer 
price index overestimates changes in the cost of living by a wide margin. 
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Figure 2 

Real GDP Growth + 0.7 Adjustment and industrial Production, 1979 to 1996 
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Since industrial production represents about 25% of tbe economy, virtually all of the 
decline in real GDP — once it is adjusted to what is implied by the CPI Advisory 
Commission — would be explained by manufacturing, mining and utilities. However, 
other segments of the economy also experienced declines. 



In short, there is reason to believe that the estimate of a 1. 1 percentage point upward bias 
to CPI inflation may be an exaggeration. A recent survey of the literature expressed 
skepticism about the magnitude of the CPI bias and noted that since 1975 “there has been 
vei 7 little new research on the problems of price measurement.”^ A sensible way to deal 
with the problem would be to fund the research for improving the measurement of 
inflation and then implement changes to the BLS’s methodology, rather than adopting a 
specific rule such as the change in CPI minus l.I as a cost-of-living adjustment. 


“A Survey of Measurement Biases in Price Indexes,” Mark A. Wynne and Fiona D. Sigalla, Journ al 
nic Surveys . Vol. 10, No. 1, 1996. 
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Figure 3 

Social Security Payments as a % of Personal Income, 1966 to 1996 



In this figurs personal income is adjusted to exclude transfer payments income and 
include contribution to social insurance. 

The CPI and the Budget 

Movements in the CPI affect fedeta! tax coilcctions and entitlement expenditures. In 
1975, Congress decided to link Social Security payments to the CPI. In 1981, Congress 
decided to link personal tax collections to the CPI, by indexing tax brackets and the 
standard deduction, J believe that in both cases the intention wa,s to compensate Social 
Security recipient.s and taxpayers for cost-of-living increases. It now appears the CPI is 
biased upwards and Social Security recipients and taxpayers may be receiving an 
adjustm.ent that more than compensates for the rise in the cost of living. 

Though this means that federal expenditures and revenues are affected by the bias in the 
CPI, I believe these are two separate issues and should be treated as such, i believe that a 
more accurate cost-of-living index should be produced and maintained by the BLS, even 
if the CPI were not used in adjusting tax brackets and benefits. Businesses use the CP! in 
cost-of-living adjustments and we should have a more accurate measure.ment of changes 
in our standard of living. Congress lias many ways to raise taxes and cut expenditures. 
One way is by reducing or eliminating the CPI adjustment pemanently or for a short 
period of time. This should have nothing to do with making improvements to the CPI — 
those improvements should be done in any case. 
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Conclusions 

The BLS should be provided funds to construct and maintain a CPI index which more 
closely tracks the actual cost-of-living experience by the average American. There should 
be two cost-of-living indexes. The first would never be revised and would be provided on 
a very timely basis, just as the CPI is now. It is very useful for business contracts to have 
an accurate COLI which remains unrevised and is published promptly. The second index 
would be subject to extensive revision depending on the outcome of the latest research on 
quality adjustments and substitution behavior of consumers. This second index would 
provide historically consistent data on changes in the cost of living. This is very useful to 
model builders, such as WEFA, and to researchers in business and academia who need 
the most accurate calculation of the cost of living over iime. I agree with the view that 
changes m the CPI provide an upwardly biased estimate of increases in the cost of living. 

1 am skeptical that the bias is as much as 1.1 percentage points. Data which is 
independent of the measurement of price increases tends to indicate that the bias is closer 
to 0.2 to 0.5 percentage points. In any case, the evidence on the precise amount of bias ts 
inconclusive — funher rcseai'ch needs to be done and this should be conducted by the 
BLS in consultation with statisticians and academics outside of the government. 

Finally, I believe that the BLS should be providing a more accurate cost-of-living index, 
even if it had no impact on the federal budget. Businesses and academia rely on the 
government for accurate and timely data on the U.S. economy. It is used in contractual 
arrangements, strategic planning decisions, and research. I believe this issue should 
remain separate from the budget issue. The data issue deals with providing information 
on the state of the U.S. economy. The budget issue has to do with raising revenue and 
spending it — there are many, many ways to do this other than by using the CPI as a tool 
for increasing or decreasing ta.xes and expenditures. 
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APPENDIX 

DATA SOURCES 
FIGURE 1: 

SERIES PCIU.M 15 APR 97 

MONTHLY Data for 603 periods from JAN 19^7 to MAR 1997 
CONSUMER PRICE INDEX 
All Urban Consumers 
Special Indexes 
Ail Items 

UNITS 1982/84=100 SA 

SOURCE; BLS, Consumer Price Index 

SERIES PDCCE 28 MAR 97 

QUARTERLY Data for 150 periods from 1959Q3 to 1996Q4 
QUANTITY AND PRICE INDEXES 
Personal consumption expenditures: Chain type price index 
UNITS 1992=100 SAAR 

SOURCE: BEA, NIPA tables 


FIGURE 2 : 

SERIES GDP92 4 APR 97 

QUARTERLY Data for 174 periods from 1959Q3 to 2002Q4 
GROSS DOMESTIC PRODUCT 
BILLIONS OF CHAINED 1992 DOLLARS SAAR 
SOURCE: BEA, NIPA. 1,2 


SERIES JIP.M 16 APR 97 

MONTHLY Data for 939 periods from JAN 1919 to MAR 1997 
INDUSTRIAL OUTPUT 
INDUSTRIAL PRODUCTION INDEX 
TOTAL INDEX 
UNITS 1992=100 SA 

SOURCE: FRB, INDUSTRIAL PRODUCTION, G,i7 


FIGURE 3: 

SERIES NP65A 4 APR 97 

QUARTERLY Data for 220 periods from 1948Q1 to 2002Q4 
POPULATION, NONINSTITUTIONALIZED CIVILIAN, TOTAL, 65 & OVER 
MILLIONS OF PERSONS NSA 

SOURCE: BLS, EMPLOYMENT & EARNINGS, WEFA TRANS 


SERIES NP 4 APR 97 

QUARTERLY Data for 172 periods from 1960QI to 2002Q4 
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POPULATION, TOTAL 
MILLIONS OF PERSONS NSA 

SOURCE: BEA, NIPA, 2.1 


SERIES SHARESSP 25 APR 97 

QUARTERLY Data for 124 periods from I966Q1 to 1996Q4 
SOCIAL SECURITY PAYMENT AS A SHARE OF PERSONAL INCOME 
FORMULA: trpgfoasdi/fypYrp+txsp) 

RATIO 

SOURCE: WEFA Transformation 

SERIES TRPGFOASDI 4 APR 97 
QUARTERLY Data for 148 periods from 1966Q1 to 2002Q4 
TRANSFER PAYMENTS, TO PERSONS, FROM GOVT. FEDERAL, OASDI 
BILLIONS OF CURRENT DOLLARS SAAR 
SOURCE: BEA, NIPA, 3.11 


SERIES YP 4 APR 97 

QUARTERLY Data for 176 periods from 1959Q1 to 2002Q4 
PERSONAL INCOME 

BILLIONS OF CURRENT DOLLARS SAAR 
SOURCE: BEA, NIPA. 1.9 


SERIES TRP 4 APR 97 

QUARTERLY Data for 176 periods from 1959Q1 to2002Q4 
TRANSFER PAYMENTS, TO PERSONS, TOTAL 
BILLIONS OF CURRENT DOLLARS SAAR 
SOURCE: BEA, NIPA, 2.1 


SERIES TXSP 4 APR 97 

QUARTERLY Data for 176 periods from 1959Q1 to2002Q4 
GOVT RECEIPTS. CONTRIBUTIONS FOR SOCIAL INSURANCE, PERSONS 
BILLIONS OF CURRENT DOLLARS SAAR 
SOURCE: BEA. NIPA, 2.1 
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Mr. Snowbarger. Thank you, Dr. Karl. 

Mr. Baker. 

Mr. Baker. Thank you. 

I will take advantage of the invitation to address some of the ear- 
lier comments, but I do want to at least summarize some of the key 
points in my written statement. 

The invitation to testify here called on me to make assessments 
of how BLS could more quickly implement changes to improve the 
accuracy of the index. And I think that stems from a faulty as- 
sumption that the index currently is highly inaccurate. I would just 
present, quickly, three reasons why I would take issue with that. 
First, I would say that the vast majority of economists treat it as 
being accurate in their own research. Second, there is a whole 
range of implications, and what I mean here are logical implica- 
tions, necessary implications, of a highly inaccurate CPI, which 
would lead to at least implausible, if not impossible, results in 
other areas of economics. And third, I would point out that, to my 
knowledge, there has not been a political figure in the country that 
has yet embraced the implications of a significantly overstated CPI. 

Let me just say a little bit more about each of those. The first 
point, the CPI or related indices gets into just about everything we 
do in economics. 

I have actually run through the journals — in fact, I had a re- 
search assistant of mine go through the written publications of the 
members of the Boskin Commission, and we found, in 37 articles 
where it would have been relevant, in only 6 of them did the mem- 
bers of the commission themselves even raise the possibility that 
the CPI significantly overstated inflation. In only one of those six, 
an article authored just last year, did they even bother to correct 
for it. 

So I think you would find, virtually across the board, that when 
economists do their research, they consider the CPI an accurate 
measure. I just would like to point out, economists like to say, 
we’re a discipline that looks at what people do, not what they say. 
And what economists do is, they use the CPI as though it’s an ac- 
curate measure. 

The second point I would make is, we’re saying two plus two 
equals five. If the CPI is wrong, that affects just about everything 
we do in economics. It affects our measures of rates of growth. It 
affects our measures of relative prices, relative demand. Just about 
everything we’ve done over the last 40 years would have to be re- 
examined. 

In my written testimony, I gave you one example. If you look at 
deregulation — I took some numbers from Robert Crandall at Brook- 
ings, probably the leading authority on the impact of deregula- 
tion — I showed that, if you took his numbers as he has calculated 
them, assuming the CPI is correct, we find that deregulation of air- 
fares led to a gain to consumers of around 35 percent. 

If we assume the Boskin Commission’s conclusion was correct 
and apply it backward, that gain falls to about 15 percent, which 
may be entirely offset by deteriorations in quality over this period, 
meaning that the gains from deregulation might well have been 
zero or even negative. 
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That could be replicated with other areas of reflation, just 
about every other area of economics. My point here is, it leads to 
lots of things that many of us would find at least implausible, if 
not impossible, a very different view of the world. 

The last point, about how we view the political situation, public 
policy, if it’s the case the CPI is overstating inflation — let’s take the 
estimate of 1.1 percent — it logically implies real wages, real in- 
comes are growing 1.1 percent more rapidly than we had thought. 
Going backward — I’ve done this in some of my work — you carry it 
backward, we would find out that most people who are now on So- 
cial Security, in their 70’s, by that implication, were living in pov- 
erty as recently as 1960. 

Let’s carry it forward. It turns out that, you know, our children 
and our grandchildren, who, of course, we are all worried about, 
they are going to be very, very wealthy. We probably don’t have to 
worry about them very much, because their incomes are growing 
1.1 percent a year, more rapidly than we had thought. Come 2020, 
2030, the dates we often look at, they are going to be quite rich. 

So these are implications that I have yet to see embraced by po- 
litical figures, including many of the people who claim the CPI is 
substantially overstated. 

Now, let me just very quickly address some of the things that 
have been raised before. The concept of an elderly index, I know 
Representative Sanders raised it; other people have talked about it. 
I think there is a big issue here. Even the commission acknowl- 
edged that we need more research in this area. I think Congress 
would do well to consider appropriating the money that would be 
needed to start a full elderly index so we could have an answer to 
this question, at least if there is an interest in knowing how rap- 
idly do costs rise for the elderly. 

The second point I would like to make, a lot of the examples 
where BLS, we could recognize, made a mistake, the cellular phone 
example that we all know well, these are often goods that are used, 
at least initially, disproportionately by high-income individuals. 
The implication of that is that we might have overstated their rate 
of inflation; we did not overstate the rate of inflation of the vast 
majority of the population that still does not have cellular phones. 

This raises a question about how you construct the CPI. Right 
now, it’s an expenditure-weighted index. If I spend $1 million a 
year, then my expenditures count 100 times as much as the elderly 
person who spends $10,000 a year. We could, instead, have it con- 
structed as a person-weighted index. I would suggest that that’s 
something we may want to consider. 

Just to make a couple more points quickly, I often talk about the 
rate of inflation. I’m very hesitant to talk about the cost of living, 
for the simple reason that, if we really want to evaluate the cost 
of living, we have to count all the factors that affect the cost of liv- 
ing, such as things like crime, pollution. I’m drinking water here. 
It’s probably not tap water, if this is DC. These are things that are 
very hard to take account of 

Economists have very little ability, I think, to really take account 
of that, and I would urge we be a little more humble. That’s why 
I think it’s more appropriate for us to say, we’re looking at a price 
index. We could look at producing a better price index. I don’t think 
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we really have the ability to produce a true cost-of-living index. I 
think it’s really just too complicated, on its face. 

I will stop there. 

[The prepared statement of Mr. Baker follows:] 
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Statement by Dean Baker 
Economist, Economic Policy Institute 

I am very pleased to have the opportunity to address thJs committee about the 
performance of the Bureau of Labor Statistics (BLS) in maintaining the accuracy of the consumer 
price index (CPI). I have been a close follower of. and participant in, the debate that has taken 
place in the last two and a half years over the accuracy of the CPI. I feel that the BLS has been 
the target of much unjustified criticism throughout this period. Therefore I welcome this chance 
to set the record straight 

The task of maintaining an accurate consumer price index is inherently extremely complex. 
The budgetary constraints that BLS has operated under make it even more difficult. The fact that 
the construction of the CPI has now been placed at the center of the political debate over the 
budget threatens to make this task impossible. WTien this period is view'ed in retrospect, I believe 
that people will recognise that the BLS in general, and its Commissioner, Katharine Abraham in 
particular, have conducted themselves in an exemplary manner. They have continued the ongoing 
research process at BLS and implemented improvements suggested by the research they and 
others have carried out. At the same time, they have resisted political pressure to make changes 
that were not clearly warranted by existing research. The nation has been extremely well served by 
the agency’s insistence on maintaining the integrity of its statistics. 

Before discussing the possible sources of inaccuracy in the CPI, and the potential 
remedies. I would like to try to dispel the belief that the index contains a significant overstatement 
of the true rate of inflation. This view has become widespread as a result of the report of the 
Senate Finance Committee’s Advisory Commission to Study the Consumer Price Index and the 
widely repeated statements that various economists have made on this issue. However, repetition 
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does not make truth. I will make three points about the alleged overstatement in the CPI: 

1) Virtually no economists view the CPI as overstated when they carry out their research, 

2) A significant overstatement in the CPI alters our understanding of the economy in a way that is 
at least implausible, if not impossible, and 

3 ) Virtually no political figures have embraced the altered picture of the future that is logically 
implied by an overstated CPI, 

On the first point, there has been a considerable effort to promote the notion that all 
economists agree that the CPI significantly overstates inflation This has involved rounding up 
statements from various prominent economists and even some crude efforts at opinion polling. 
Economists are fond of saying that economics is a discipline where we look at what people do, 
not what they say I have looked at what economists do with the CPI and related price and output 
indices in their own research. One can search through volume after volume of the leading journals 
in the discipline and not find a single article where there was even a question raised about the 
accuracy of the CPI or other related indices when economists applied them in their own research. 
Even the members of the Senate Finance Conunittee’s Advisory Commission rarely noted any 
problem. We examined 37 articles written by members of the Commission where it was necessary 
to use the CPI or a related index In only sbt of these articles did the members of the Commission 
even note the possibility of a problem with the CPI. And in only one of these six (an article 
written in 1996) did they make an effort to adjust for this problem. In other words, with almost no 
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exceptions, economists view the CPI as sufficiently accurate to use in their own research. 

On the second point, if the CPI has been significantly overstating inflation, then it logically 
implies that the economy has performed very differently than economists had thought. The CPI is 
used either directly or indirectly in constructing a very large portion of economic statistics. If the 
CPI is wrong, then these other statistics are wrong, and so are the economic theories that depend 
on them. There is a long set of logical implications of a significant CPI overstatement that are at 
the least implausible. For example, if the Senate Advisory Commission’s conclusion is correct, 
then the t5T)ical American was living below the current poverty level as recently as 1 960. The real 
value of the dollar against foreign currencies has fallen by nearly 40 percent since 1974. The 
benefits that econonusts had thought consumers received fi'om deregulating industries like air 
travel, trucking, and telecommunications would largely vanish (see figure 1). The list of 
implausible implications can be extended at considerable length The point is that few, if any, 
economists have been prepared to embrace the implications that would logically follow fi-om 
accepting the Advisory Commission’s claim about the CPI overstatement. To do so would require 
jettisoning a very large portion of the economic research carried through over the last forty years. 
If the CPI truly overstates inflation then this conclusion must be applied everywhere. Unless 
economists are prepared to take this step, they have not accepted the Advisory Commission’s 
claim. 

Finally, there are implications for economic policy that logically follow from the Advisory 
Commission’s claim. The most obvious, and important, is that people are getting wealthier much 
more rapidly than had been recognized. Specifically, real incomes are rising exactly 1.1 percent a 



127 


year more rapidly than our current data indicate. This means that people will be much wealthier in 
the mid and long-term future than we thought. According to the Social Security Administration, 
the current average armual wage is approximately $25,000. It is projected to rise to about 
$38,000 (in today’s dollars) by the year 2030 (see figure 2). According to the Congressional 
Budget Office, if we balance the budget, and keep it balanced for the next 30 years, it will raise 
the growth rate somewhat, adding approximately $800 to the average annual wage by the year 
2030. However, if we adjusted for the overstatement in the CPI claimed by the Advisory 
Commission, our projections would show that the average annual wage in 2030 will be nearly 
$56,000, more than twice their current level By 2050, the average annual wage will be over 
$80,000 (all numbers are in today’s dollars) In other words, if the Advisory Commission is 
correct, our children and grandchildren are going to be far richer than we could have possibly 
imagined. 

I have yet to hear any prominent political figure embrace this view. If the Advisory 
Commission is correct, the future we are facing is so bright that the current concerns over the 
burden that the deficit will impose seem altogether nonsensical. Our children and grandchildren 
will be far richer than we are at present, and enormously rich compared to our parents and 
grandparents receiving Social Security, who lived much of their lives below the current poverty 
level. 


It is possible to have different assessments of the accuracy of the CPI. However, it is not 
possible to accept the claim that the CPI significantly overstates inflation without also accepting 
the logical implication of this view that the future is incredibly bright. 
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For the reasons just noted, and others, I don’t believe that the CPI contains large sources 
of bias. Therefore 1 think the gains in accuracy from improving the index are relatively limited. 
However, there clearly are ways in wliich the index can be improved, many of which the BLS is 
already pursuing. I’ll briefly discuss the treatment of geometric means as an example of how BLS 
has effectively worked to improve the index, and then give suggestions for further improvements 
that would necessitate additional funding from Congress. 

The use of geometric means involves technical and conceptual questions on the 
constniction of indexes. Since its inception, the CPI has followed the prices of a fixed market 
basket of goods and services at both the highest and lowest levels of aggregation. While there are 
reasons for pursuing this approach, it clearly ignores the savings that consumers might experience 
from switching from items that increase rapidly in price to items that increase less rapidly. At 
higher levels of aggregation (broad categories like beef, chicken, apples and oranges), it is 
possible to pick up the impact of this substitution when consumption data becomes available, 
usually about nine months after the year is over. BLS has produced series measuring this effect for 
several years. 

However, substitution also takes place at lower levels, between types of steak or types of 
apples. BLS does not have data at this low a level of aggregation, so it is not possible to directly 
measure the impact of thus type of substitution. The alternative that BLS is currently exploring is 
the use of geometric means to calculate inflation rates at the lower level of aggregation. This 
method effectively assumes a particular pattern of substitution between types of goods in each 
category. Recently BLS announced that it would publish an experimental index that would show 
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the impact of using geometric means, instead of the current method. This will enable outside 
researchers and policy analysts to gain an understanding of how the geometric mean approach 
differs from the current method. After having a chance to examine the impact of the geometric 
mean approach, and get feedback from outside researchers, BLS has indicated that it will apply 
geometric means in categories of the CPI where the implied substitutions seem plausible. 

I believe that BLS has pursued exactly the right course on this issue. First, it should be 
noted that the vast majority of current research on the use of geometric means has been done by 
BLS. Also, this research was initiated long before the accuracy of the CPI became a major public 
issue. Second, it is well known that the use of geometric means across the whole index will lower 
the measured rate of inflation by between 0.2 and 0 3 percentage points annually. For this reason, 
there has been considerable pressure to adopt the geometric mean approach. BLS Commissioner 
Kathdfine Abraham has correctly resisted this pressure. She has insisted that the impact should be 
more fully understood, and that implied substitutions be plausible, before adopting geometric 
means. Adopting geometric means throughout the index would imply that people substitute 
cancer treatment for heart surgery when its relative price falls, or that consumers switch from 
clothes washers to clothes dryers in response to changing relative prices. Such behavior is clearly 
not plausible Assuming that these substitutions occur would therefore understate the true rate of 
inflation Over the next several years, BLS will adopt the geometric mean approach in areas of the 
index where the research indicates it is appropriate This is exactly the procedure we should want 
our statistical agencies to follow. 


Lastly, I will make a suggestion for improving the CPI. There has been considerable 
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attention to the question of whether all demographic groups face the same rate of inflation. For 
example, the experimental elderly index assembled by BLS suggests that the elderly experience a 
somewhat higher rate of inflation than the population as a whole. At present we lack the research 
to answer this question with any confidence. Even the Advisory Commission noted the need for 
more research on this issue. BLS could provide a more conclusive answer to this question if it 
carried through a point of purchase survey specifically for the elderly population.. 1 have no 
particular insight into what the results of this experiment would be. The measured rate of inflation 
could move in either direction, or the difference may be so slight as to not warrant continuation of 
the separate survey. Carrying out this survey would be a significant expense, but if Congress is 
interested in finding an accurate measure of the rate of inflation experienced by the elderly, it 
would be money well spent. 
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Figure 1 


The Gains From Airline Deregulation 

Adjusted and Unadjusted 



Year 

■ — Unadjusted » Adjusted 


This chart compares estimates of real airline fares in the period since airline deregulation using the 
current CPI and a Boskin Commission adjusted CPI. The measure using the current CPI shows a 
real decline in airfares of more than 30 percent, indicating substantial gains from airline 
deregulation. The fare decline using the Commission adjusted CPI is only about 15 percent, A 
gain of this magnitude could easily be offset by more restrictive ticketing practices or other 
declines in service quality that have accompanied airline deregulation In this case, and in many 
others, economists’ assessments of the impact of economic policies will have to be re-examined, if 
the Commission’s conclusions are accepted. 

Source: R. Crandall and J. Ellig, Economic Deregulation and Customer Choice: Lessons for the Electric Industry. 
Center for Market Processes, Fairfax, VA. 1996, and author’s calculations. 
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Figure 2 


Real Wages in the Year 2030 
Deficit Reduction vs. CPI Adjustment 
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This chart compares the impact on projections of future living standards of balancing the budget 
with the impact of adjusting projections of real wage growth in accordance with the Boskin 
Commission’s conclusion. The chart indicates that the average annual wage is projected to rise 
from about $25,000 at present to about $38,400 by 2030 (in today’s dollars) if the government 
continues to run significant deficits over this period. If the government balances the budget 
throughout this period, the Congressional Budget Office projects that wages will increase slightly 
more, to $39,120 by 2030 (also in today’s dollars). However, if the baseline projections are 
adjusted in accordance with the Boskin Commission’s conclusion, then the average wage will be 
nearly $56,000 by 2030 (in today’s dollars). This shows that the impact of the Boskin 
Commission’s conclusions on projections of future living standards dwarfs any gains that could be 
accomplished by deficit reduction or almost any other policy imaginable. If the Commission is 
correct, then the future looks far brighter than our current projections indicated was ever possible. 

Source: CBO, Social Security Trustees Report, and author’s calculations. 
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Mr. Snowbarger. Mr. Shapiro. 

Mr. Shapiro. Thank you for the invitation to testify this morn- 
ing. 

The role of the CPI for indexing taxes and expenditures, as an 
indicator for monetary policy, and for a source of other economic 
statistics, gives rise to the great public concern about its accuracy. 
In this context, it is worth noting that the CPI is one of the best- 
executed statistical programs in the United States. 

BLS personnel have been at the forefront of the effort to identify 
and quantify problems that make the CPI a less than ideal meas- 
ure of the cost of living. Moreover, their research has led to a num- 
ber of improvements over the years. I hope that this testimony will 
assist you in your oversight of the BLS, as it continues its efforts 
to improve the CPI. 

Let me begin by recommending two specific steps, relating to 
issues that have already been discussed this morning, that the BLS 
should take in the near term to improve the accuracy of the CPI 
as a measure of the cost of living. 

First, the CPI neglects that consumers economize by changing 
their buying patterns when prices change. The BLS should elimi- 
nate the so-called “high-level substitution bias” by changing the 
formula used to aggregate prices across goods and services. 

Second, the BLS uses a procedure in building up its elementary 
price indexes that causes the index to have an upward bias. A 
change in the way the BLS averages prices, moving to geometric 
means, would greatly reduce or eliminate this bias. 

By taking these two steps, the BLS could reduce the CPFs over- 
statement of the change in the cost of living by about one-half per- 
centage point per year, on average. These two steps are the low- 
hanging fruit of CPI biases. 

The economics and statistical principles underlying them are 
well understood, and the data required to implement them are al- 
ready available. Hence, significant progress can be made in the 
near term to improve the accuracy of the CPI, without substantial 
delay, and without substantial incremental resources. 

The timetable that Commissioner Abraham outlined for incor- 
porating geometric means into the official index represents a rea- 
sonably rapid translation of research into practice. The BLS should 
act with similar dispatch in addressing the high-level substitution 
bias. 

Let me explain how they might do that in a feasible way. The 
formula that the BLS currently uses assumes consumers do not ad- 
just their purchases of goods and services when prices change. To 
account for the fact that consumers do, indeed, economize, the BLS 
should use a so-called “superlative index” formula. 

A superlative index combines data on expenditure with data on 
price change to produce an index that is free of this high-level bias. 
The data on expenditures required to construct a superlative index 
are available with a lag of about a year, and this creates a practical 
difficulty in producing an index. 

Research that I have undertaken with David Wilcox shows how 
to produce a very good approximation to this superlative index, 
with the same timeliness of the CPI. Our method estimates the re- 
quired expenditure data from observed price changes. This tech- 
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nique can eliminate the high-level substitution bias, without com- 
promising the timeliness or accuracy of the Consumer Price Index. 

If a superlative index is, indeed, the best way to construct a price 
index, you might well wonder why the BLS already does not use 
it. Decades ago, when the CPI program began, the desirable prop- 
erties of superlative indexes were not fully understood. Moreover, 
the necessary expenditure data, which are now collected quarterly, 
were only collected, roughly, every 10 years. Given this progress, 
both in methodology and data collection, the BLS is now in a posi- 
tion to move forward rapidly. 

The issues I have been discussing concern how the BLS should 
aggregate prices across goods and services. The other problem, 
which we have already discussed today, is how it should average 
prices at the lower level, how it should average lettuce of different 
types. And I would endorse the BLS’s plans to move ahead rapidly 
to use the geometric formula. This change should take about a 
quarter percentage point off annual growth of the index, when it 
is introduced. 

These technical changes addressing the high-level bias, which 
the BLS is not yet planning to do, and the low-level bias, which 
they have in the works, are things the BLS can do in the short run 
that would have a measurable effect on inflation within the next 
couple years. 

The longer term challenge is much more difficult. Measuring 
prices in a dynamic economy is inherently problematic. New goods 
replace old ones. Changes in outlets occur, where consumers buy 
their goods and services. The quality of goods changes continually. 
All of these changes make it difficult to compare the price of goods 
and services across time. No simple change in the formula will 
make these comparisons any easier. 

To address the issue of new and improving goods and services, 
there is no substitute for investigating them item by item. The BLS 
should plan to review groups of items in the CPI on a rotating 
basis, to study how best to take into account the quality change. 
A one-time review could address the current backlog of problems, 
but it would not anticipate future changes in the marketplace. So 
this review, therefore, needs to be an ongoing part of the CPI pro- 
gram. 

Thank you. 

[The prepared statement of Mr. Shapiro follows:] 
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aa an indicator for n o na tary policy, and aa a source for other 
ec on omic statiatics gives rise to great public concam about its 
accuracy, in this context, it is worth noting that tha CPI la 
ona of tha bast executed statistical programs in tha Onitad 
States. BL3 paraonnal have been at tha forefront of tha effort 
bo identify and guantify problems that make tha CPI a leas t-hur. 
ideal measure of the coat of living. Horcover, their research 
has led to a number of improveskents in the index over the years. 

I hope that tha tastlmony today will assist you in your oversight 
of the BLS as It continues Its efforts to improve the CPI. 

Let sie begin by reccmineading two specific steps thet the 81,8 
should take In the near term to improve the sccuracy of the CPI 
as a maaaure of the cost of living. 
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• Firjt, the CPI neglect# that conaumere econoadse 
by changing their buying pattern* ^en price# 
change- The BhS aheuld eliainat* thi# »o-c*ll*d 
high level subatitutioo bia# by changing the 
foraRila \i»#d to aggregate price# acroe# good# and 
service#- 

• Second, th« BhS u#e# a procedure in building up 
it# eleaientary price index*# that caute# the#* 
index*# to have an upward bia#. A change in the 
way that the BLS average# individual price 
obaervation# could reduce or eliadnate thi# bias. 

gy f these two #t^#, the BLS could reduce the CBi'# 
ovaretatenent of the change in the co#t of living by about 1/2 
percentage point per year on average. These two #tep» are the 
low-hanging fruit of CPI blase# : 

• The ooontwdc and #tati#tical principals underlying 
th«« are well -understood. 

® The data reguired to nnplement then are readily 
available. 

Banee, aignificant progress can be nade in the near ten to 
ia^rove the accuracy of the CPI without substantial delay and 
without substantial Incremental resources. 
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The forsula the BLS currently usee aaaoMs that conaunera do 
not adjuat their purchasea of 900 da and aervices when prices 
change. To account for the fact that conauaera do Indeed 
econonize, the BLS ahould uae a no-called aoperlative index 
fomula. A auperlative index coohinea data on expenditure with 
data on price change to produce an index that la free of the 
high-level aubstitution biaa. 

The data on expendituraa reguired to construct a superlative 
index are available only with a lag of about a year. Research 
that I have undertahan with David Niloox shows bow to produce a 
vary good approximation of a superlative with the sane 

tiselinsss as the CPI. Our method estimates the required 
expenditure data from observed prioa changes, ibis technique can 
eliminate the high-level substitution bias without compromising 
the timeliness or the accuracy of the CPI. [See Appendix.] 

If a superlative index la Indeed the beat way to ccopute a 
price index, one might well ask why the KLS does not already uae 
it. Decades ago. whan the CPI program began, the desirable 
properties of superlative indexes were not fully understood. 
Moreover, the necessary e]q>enditure data, which are now collected 
quarterly, were only collected roughly every tan years . Given 
this progress in methodology and data collection, the BbS is now 
in a position to implaiDent the superlative fersmla. 

The issue z have just been discussing concerns how the BLS 
should aggregate price observations across goods and services. 
Another problam arises when the BLS produces the over 200 
elmsentary price Indexes from which it builds the CPI. To 



calculate price chan^aa, the BLS needs to average price growth 
across a sanple of outlets. The BLS currently uses the single, 
arithaketic mean to calculate the average. The arlthaetlc mean 
overstates the rate of price change by giving too much weight to 
it«B8 whose prices are increasing faeter than average. The 
geoBtetric mean, which averages price changes by multiplying them 
together rather than by adding them up, does not have this 
problem. 

This month, the BLS started producing an experimental CPI 
using thasa geometric means. This index grows 0.3 pereentege 
point slower than the CPI. Study is needed to eseass the 
performance of the geoeietric meens indexes, particularly whare 
the BLS averages across goods that are highly heterogenous. 
Nonetheless, geometric means should become the benchmark for 
producing slementary price indexes. The BLS should use geoatetric 
moann excopt in csses where there Is specific evidencs that they 
are inaccurate. 

These technical changes in the way the BLS computes the CPI 
could increase the accuracy of the CPI In the near term. The 
long-term challenge for the BLS is more difficult. Measuring 
prices In a dynamic economy is inherently problematic. Maw goods 
replace old ones; changes in the marke^lace provide new outlets 
for making purchases; the quality of goods and eervices changes 
continually. All of thasa changes make it difficult to compare 
the price of goods and services across time. 

Mo simple change in the formula will make these cceiperleons 
any easier. To address the isaue of new end isprovlng goods and 



•■rvicea, thar* la do aubatltute for extuslnlng them Itmn by Item. 
This la the house-to-house combet of index nuinber conatruetioa. 
The BLS should plan to review qroupa of items in the CPI on a 
rotating basia to study how best to take into acoount quality 
change. A one-time review could address the current backlog of 
probleiBS. but could not anticipate future changes. This review 
therefore needs to be an ongoing peurt of the CPI program. 
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Appdt^x 

Constructing an Approximate Superlative Price Index in Real Time 

This appendix if basad on Matthaw D. Shapiro and David N. 
Wilcox, »altamativB Stratatrlaa for Aggragating Pricaa in tha 
CPI , • g~<aT-al Raaarva Bank of 3t. Louia Raview (forthcoming) . 

Saa thitSapSr^Srdataila of thearcalCTUatlona . 

A ‘saparlativa* prlca Indax naaa information on azpandltorca 
to account for how conanaers acoacaite on the coat of living whan 
pricaa of goods and aarvieaa ehanga ralativa to aach othar. 
Conaecruantly. a auparlativa indax doas not hava the high-Iaval 
substitution bias that arisas in the CPI. A Tdmqvist indax is 
one cGOBonly-used auparlativa price indax. 

Owing to delays in the availability of the required 
expenditure data, a superlative indax cannot ba eoaputad with the 
same tinelinass that is posaibla with the currant CPI. This 
appendix suggests a procedure for ^jproxlmating a suparlatlve 
price index with the same tiMllnass of the CPI. The method is 
as follows: 

1. Taka the most recently available annual 
expenditure shares ss a point of departure. 

2 . Opdata these shares baaed on the observed price changes 
by assuming a c<»stant elasticity of substitution (CBS) 
dai^and system. 

3. Calculate a price index using thane updated expenditure 

shares. 

Osing data for 1988 through 1995, the Table shows the growth rate 
of this feasible apptootimetlon of the superlative index 
calculated using different values of the CBS parameter. Por 
QQpiparieon, it shows the growth in the CPI. It also shows the 
growth of the Tdmgvist index, which can only be conputed with a 
lag. 


In the sanple, the CBS index with an elasticity of 
substitution of 0.7 grows at the same rate as the TOnxivlBt 
index. The year-to-year standard deviation of the difference 
between the rate of change Of this fsesible indax and the 
Tdmgvist index is only 0.04 percentage point per year. Thus, 
the CBS index has the ssm growth rate on average as the 
superlative index with only small year-to-ysar deviations from 
it. 
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P«a«ibl« »pproxi«»tion to a SuparlatlTO Index 
(Percentage Pointa Per Tear) 


Tdmqrist 


atd. dev. 


4.13 

4.11 

4.09 

4.07 

4.33 

4.21 

4.18 

4.21 

3.43 

3. 58 

3.34 

5.43 

3.48 

2.41 

3.47 

2.77 

2.44 

2.41 

3.38 

2.41 

3.31 

2.48 

3.44 

2.43 

2.38 

2.58 

3.54 

2.54 

3.3« 

2.33 

3.33 

2.32 

3.33 

3.32 

3.30 

3.32 

l.tl 

1.10 

1.09 

1.11 

DiCfarttCAi 

frca Tdmgviat 


.04 

.04 

.02 


.02 

-.00 

-.02 


-.00 

-.03 

-.08 


-.08 

-.09 

-.08 


.03 

.00 

-.02 


.07 

.04 

.02 


.04 

.04 

.02 


.04 

.02 

.01 


.02 

.00 

-.02 


.03 

.04 

.05 



dourcei Matthew P. Shapiro and Qavid K. Wloox, ■Utomatrve Strat^iea 
for jwggregatiog Prlcea in the CPI.* Pedaral Kaaarvo hanlt tt. I.ooia,ia!^ 
(fLSeaidoaK Table 3 . The CM ind« ^^oxlMtoi a et^lative price la4ax 
with the aajea tieellneas aa the CPI. It ta baeed on projectiona of the 
expenditure aharaa ueiag different valoea of tta octant elaatioity of 
nSa^utioo (o) . The Tdnkqrlet la a roperiatlve index. It ia baaed on the 
actual expenditure eharea. Whioh are aTailable only with a lag. 
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r^AKTMIKT or EoCMCMrat 
Ahm Ait«ct, Mdooam CK^IllO 
(3U) 764-2^5 
FAX aU) 76i'2?fi9 


April 39, 1997 


Th* Honorable cairistopher Shays 
Chaim&Q 

Subcoamlttee on Human Resources 
Conaittee on Goyemment Reform and Oversight 
Rood B- 372 Rayburn Building 
Nasbington DC 2051S 

Dear Congressman Shays: 

ThanX you very nmch for the o^ortxinity to testify before 
t-hg subcocaalttee at the hearing on tha CopauaMr Price Index on 
April 30. I an attaching a copy of sqr written statse i e n t. 

In the appearance before the subcooasittee. I an representing 
Biy own views ■"«< not necessarily representing those of the 
University of Michigan. 

I also am attaching a list of Federal, grants and contracts. 
Your staff has instructed me to list only thoss grants and 
contracts In idxlch I participated directly. 

Thank you again for the opporturtity to testify. 

Sincerely. 

Matthew D. Shapiro 
Professor of Economics 
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April 29, 1997 


Padaral Grant* and Contracts 
Hattbew D. Shapiro 


National Instltut* of Aging. ‘Wealth, SaTlng, end Financial 
Security Aaong Older Boueehold*,' FOl Aai0179-03 (program project 
grant to Institute for Social Kesearch, nniversity of Michigan) , 
9/92-6/97, $1,441,000 approx. 

National Science Foundation. ‘Capacity and Macroeconomic 
Fluctuation,* SBS-9112936 (research grant to the National Bureau 
of Bconomic Research), S/91-1/96, $136,345. 

National Science Foundation. ‘Capital Mismatch and Sectoral 
Reallocation. ‘ (resear^ grant to the National Itureau of BeooOaic 
Research), 7/97-7/00, $371,362 approx. 

Board of Governors of the Federal Reserve System, Consulting 
contracts for advice on its definition of and measure of capacity 
utilisation, January 199S-Dsceaher 1996, $6,000. 

Federal Reserve Bank of St. Louis. Honorarium for participation 
in Federal Reserve System managemant conference, 9/96, $1,500; 
Honorarium for participation in annual raseardi conference, 

10/96, $3,000. 

Federal Reserve Bank Of Minneapolis, visiting scholar travel 
expenses, 9/95-1/96, $8,000 approx. 
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Mr. Snowbarger. All of you have mentioned something that I 
guess is becoming more and more of great concern to me, and that 
is this distinction between a cost of living index, if we want to call 
it that, and the Consumer Price Index. 

I think all of you were saying that those are two different things, 
or should be two different things, measured in different ways, or 
at least there would need to be adjustments to a CPI to get to a 
cost of living index. And yet, we have based a number of Govern- 
ment programs, not only on the spending side, but also on the rev- 
enue side, that have basically assumed that they are the same, or 
that they are accurate. 

I would appreciate your comments. Have we adopted public pol- 
icy that’s based on this inaccurate assumption, and how significant 
is that? Should we be looking to — well, I guess one of you sug- 
gested — was it Dr. Karl that suggested that we now call for a cost 
of living index, as opposed to a CPI? 

Mr. Hulten. 

Mr. Hulten. Well, I suspect that, when the CPI program was 
first initiated, the fixed market basket approach was probably re- 
garded as giving a reasonably accurate approximation to the true 
cost of living. I also suspect that people were not as concerned 
about the rapid pace of technical change then, and certainly didn’t 
face the kind of very short product cycles that we see today. 

So I think that the paradigm, if you will, that was appropriate 
in the past may be shifting quite a lot in the last two or three dec- 
ades. But, at the same time, this has rendered the old concept of 
the fixed market basket obsolete, and we need to make the appro- 
priate modifications to the CPI paradigm that are implied by that. 

So I would say that it’s not so much an issue of, we have a cost 
of living index on the one side and the CPI on the other, but a 
question of bringing the CPI into line with what we now think is 
the best practice for a cost of living index. 

Mr. Snowbarger. As opposed to two separate concepts, like Dr. 
Karl seems to indicate. 

Mr. Karl. All I was indicating was that you might be perfectly 
happy to continue producing a CPI which is on a fixed-weight mar- 
ket basket, and create another index on a cost of living basis that 
attempts directly, which the BLS acknowledges that the CPI does 
not, to estimate the cost of living. 

Let me go into a couple of things that I didn’t particularly cover 
earlier, in the summary. For example, if you want to get a more 
accurate estimate of the cost of living, there are some biases. We 
widely recognize those, quality, substitution, we’ve heard about 
those today. 

But for getting quality adjustments, that’s very, very complex, 
quite difficult. So you need to adopt some method that is system- 
atic, in that regard, of adjusting for quality changes. The BLS al- 
ready adjusts for quality changes. The criticism from the CPI advi- 
sory commission was that they don’t go far enough, and this is 
often the criticism. 

A second kind of thing is, we talked about substitution bias. Peo- 
ple change their buying habits, depending on movements in prices. 
This could be adjusted through more frequent surveying of consum- 
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ers. The consumer expenditure survey is the method for getting 
this basket of goods. 

Mr. Snowbarger. How often is that done now? 

Mr. Karl. Excellent question. I am not quite sure. It’s every 5 
years, I think. 

Mr. Shapiro. No, it is now done every quarter. And I think the 
point is that, when the BLS started doing the Consumer Price 
Index, in the early 1940’s, that survey was done every decade. 
There has also been a lot of conceptual progress in the economics 
profession. I know that you are frustrated that we are slow, but it 
wasn’t until the mid-1970’s that economists figured out how to do 
a price index that would take into account how consumers sub- 
stitute. 

So we now know how to do the formula correctly. 

Mr. Snowbarger. You’ve compounded my problem with all this 
process by saying that you finally figured it out in the mid-1970’s. 
We’re in the mid-1990’s now, that’s 20 years, and we haven’t imple- 
mented what you apparently found out back then. 

I don’t understand what takes so long, once we’ve figured out 
that we’ve done it in a way that gives us maybe a skewed view of 
things. We now know how to correct for that, and have apparently 
figured it out, 20 years ago, and we’re still in a process where we 
think we may implement it down the road. 

Mr. Shapiro. I’m sympathetic with the Commissioner. It takes 
time to go from a highly technical paper in the Journal of Econo- 
metrics into actual practice. Also, the other ingredient was col- 
lecting the necessary data, moving the consumer expenditure sur- 
vey from a decade to an ongoing quarterly sample, and that hap- 
pened only in the late 1970’s. 

So this is something I think they should move forward quickly 
and can do it within the next few years. 

Mr. Snowbarger. Dr. Karl, we kind of interrupted. 

Mr. Karl. That’s OK. In any case, what you want to do, I mean, 
if you just review what Ms. Abraham mentioned, she said they are 
changing the basket of goods. From 1982 to 1984 was the old bas- 
ket; now we’ve got 1993 to 1995. But we could more frequently up- 
date that basket of goods to adjust for the substitution problem. 

Finally, another way to improve the index would be to, every 5 
years — they have a 5-year rolling over survey of outlets that they 
use in the BLS construction of the CPI. Well, move it up to 3 years, 
or something, you see. These things can be adjusted for. 

I think it’s true — I can’t recall who said it, or maybe it has been 
said by a number of people — ^you will never get to the true cost of 
living for the average American. You will get a pretty good approxi- 
mation, and that’s what the BLS should be directed to do, and 
funded and supported in that effort. 

Mr. Hulten. If I can amplify my comments on the distinction be- 
tween a pure price index and a cost of living index. 

Mr. Snowbarger. Sure. 

Mr. Hulten. What we’re really talking about here, at least to my 
mind, are two different types of price indices: one that incorporates 
item substitution, and one that does not. What I was saying is, if 
we really want to look at a true cost of living, the implicit assump- 
tion here is that the physical and social infrastructure is constant. 
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I think we clearly know that it’s not. For example, increasing crime 
that affects people’s behavior, that might require additional ex- 
penditures, burglar alarms, whatever it might be, that’s a cost of 
living increase for many people. Deterioration in school quality 
leads many people to send their kids to private schools, and that’s 
an increase in the cost of living for many people. 

Increased congestion which increases travel time to and from 
work is another example of a real increase in the cost of living for 
people, which is a reason why I am inclined to say we don’t want 
the CPI to be a cost of living index. I should also point out that 
in the Boskin Commission report, buried somewhere deep in its 
pages, you find a section which discusses some of these issues, and 
they say, but are these the sort of things that belong in a “price,” 
their emphasis, index. And I would say they don’t, because we can’t 
measure them very well. 

Mr. Snowbarger. Let me ask all of you, or anybody that wants 
to answer, I have a particular product in mind, and I don’t know 
how the change in that product figures in, whether it’s a quality 
change or what. And it’s similar to the cell phone. 

I’m thinking of my own experience that, somewhere back in the 
mid-1980’s, I decided to go out and buy a computer. And the com- 
puter I get at that point in time was, what was it, an 8086, at the 
low end, and probably cost $3,000, if you just purchased it directly. 
And there weren’t that many places selling an 8086, so you got an 
IBM or, you know, a Mac, or something of that nature. So there 
aren’t a whole lot of outlets. 

Now, fast forward to today, and I want to enter in and buy an 
entry-level computer for my family, that now costs me maybe one- 
third of what it cost 10 years ago. And not only that. I’ve got a fast- 
er processor. I’ve got larger memory, I have access to the Internet, 
I have software that’s loaded on it as it comes from the store. Is 
that a quality change? Where does it fit into these categories that 
we’ve talked about, I guess is my question. 

Anybody. 

Mr. Hulten. Yes, it’s definitely a quality change. 

Mr. Snowbarger. OK. 

Mr. Hulten. A dollar you spend on a computer now buys you a 
lot more computing power. It does, for example, buy you access to 
the Internet. The more powerful processors also allow types of soft- 
ware that were just not possible 15 years ago. The appropriate way 
of accounting for this quality change is very much at the center of 
the debate about the cost of living. 

Mr. Snowbarger. OK. So this market basket that we’re talking 
about, that we use right now, was when? 

Mr. Karl. The current one is 1982 to 1984. 

Mr. Snowbarger. The current one is 1982 to 1984. 

Mr. Karl. It’s being changed to January 1993 to 1995. 

Mr. Snowbarger. Which pre-exists even the first computer that 
I purchased. So how in the world do we consider that. 

Mr. Baker. If I can clarify an issue here. I think there’s some 
confusion. They set weights for broad categories as of 1982 to 1984. 
They rotate items into the survey currently every 5 years. As I be- 
lieve Katharine Abraham said, they are going to change that to 
every year, with rapidly changing items like computers. So the 
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odds are they might be looking a little bit out of date in the com- 
puters; they are not looking at 1982-1984 models. 

Mr. Karl. Yes, that’s correct. I don’t mean to say that they are 
using the actual weights of what people spent in 1982 to 1984, but 
it does create a bias toward the 1982-1984. 

Mr. Snowbarger. Again, the question would be, if we’re circu- 
lating all those things through, what happened to the cell phone, 
which is the example that has been mentioned here, and many 
other kinds of things, whether it’s, you know, electronics — pri- 
marily electronics, I mean, that’s what comes to my mind anyway. 

Mr. Hulten. Could I also make a comment? The actual CPI mar- 
ket basket is considerably more dynamic than the fixed market 
basket intention really suggests, because about 4 percent of the 
items in the CPI market basket are discontinued every month, and 
have to be substituted for by a fairly elaborate and involved proc- 
ess. 

Over the course of a year, there is a tremendous churning within 
the sample, and on top of this, you get this sample rotation process. 
So, actually, the notion of a fixed market basket really is a concep- 
tual notion that really we don’t see in practice. 

The real question is, in the process of rotation and replacement 
of discontinued items, are we pulling in the new goods, like cell 
phones and VCRs and personal computers, at a rate that is appro- 
priate. I think the general answer is that we have not been in the 
past. 

Mr. Snowbarger. I’m looking to my right, and I don’t see any 
Democrats to call on, so Mr. Shays, I will turn to you. 

Mr. Shays. I thank you. 

First, Mr. Baker, I found your testimony very compelling, but 
then I wanted to qualify it, because it seemed to sound like an all- 
or-nothing. If we find that the CPI is totally out of sync, the impli- 
cations are, as I went through your three points, we would have 
to rework the last 40 years. 

What happens if it was all right for the first 30, but simply isn’t 
all right for this last 10? So I’m just wondering if you didn’t really 
kind of overstate it a little bit. My sense is that this is a problem 
that has been presented more in recent history than in the last 40 
years. 

Mr. Baker. Well, I think not, actually. I’ve looked very carefully 
at the history of the CPI, and I think what you find is a movement 
toward improving the methodology. And there is research that 
dates back — certainly the Stigler Commission compiled much of 
it — but there is research that has been ongoing since then which 
has indicated, if anything, the extent of biases, particularly in the 
area of quality, has diminished through time. 

The leading authority here, I would say, is Robert Gordon, who 
was a member of the Boskin Commission, and in his own work he 
showed a very, very substantial decline in the amount of quality 
bias in the CPI over the period which he looked at, which was from 
the early 1950’s to 1983. 

Mr. Shays. But your first point was, basically, that economists 
use the CPI as an accurate measure. And the implication there is 
that it has the support of most economists, or they wouldn’t use it. 

Mr. Baker. That’s correct. 
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Mr. Shays. I, basically, accept that argument. I also found your 
second argument, that we have to re-examine everything we do, 
and that it couldn’t be out of line as much as some say, because 
the implications would draw us to some absurd conclusions, pro- 
vided you made the assumption that it was a problem that existed 
for 40 years. 

That’s the only area where I would want to differ with your testi- 
mony, which I thought was very interesting. I thought all of your 
testimony is interesting. 

Mr. Baker. Let me just point out, you are correct in saying that, 
but I’m making the conclusion that this existed for 40 years, if it 
exists today, based on research that indicates that, if anything, the 
bias would have been larger. 

Mr. Shays. Let me ask all the other three of you. Do you think, 
because we say we have the problem now, that it did exist 40 years 
ago and was a significant factor? 

I would ask you, Mr. Hulten. 

Mr. Hulten. Well, in the quality area, my sense is that there 
has been an acceleration in the underlying rate of quality change, 
but it’s certainly true that, if you go back to the 1930’s and 1940’s, 
a lot of new goods were introduced then, as well. 

Mr. Shays. But the fact is that we know, don’t we, we can’t keep 
up with the change. The change is astounding. It would seem to 
me that change is happening so much more quickly that that would 
be a factor. 

Mr. Baker. If I could give some examples. 

Mr. Shays. I just want to finish. 

Mr. Baker. I’m sorry. 

Mr. Hulten. That’s one-half the problem. The other half is: what 
has BLS done about this, and how has that changed over time? My 
sense is that, based on earlier studies that I mentioned by Moulton 
and Smedley, quality adjustment within the CPI has also in- 
creased. 

Mr. Moulton is sitting over there. He is certainly more an expert 
on that than I am. But my sense is that that’s the other part of 
the issue. And it’s not just a question of how much quality change 
we observe in the marketplace, it’s how much of that change do 
BLS procedures miss. 

There are two targets which are moving: the quality change in 
the marketplace and what BLS is doing to measure the change. 
That adds another layer of complication and it’s very hard, at least 
for me, to come up with a summary judgment on that. 

Mr. Karl. If I could, one thing to clarify this, one thing I rec- 
ommend is that we have two indexes. One would be the cost of liv- 
ing index which best approximates the cost of living, given the re- 
search at the time, and comes out on a very timely basis, and is 
not revised. Why not revised? Because contracts are written on 
this, and it becomes quite complicated if you revise data and then, 
oh, well, it’s now 1 percent less, and give me my wages back, or 
vice-versa; and another index, which takes into account the latest 
research and is revised over history. 

So if you look at the Consumer Price Index, it is an unrevised 
history of what has happened to prices. Yet the BLS, every year 
practically, consistently revises it, incorporates new methods of 
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quality adjustments, moves forward on more adjustments of intro- 
ducing the goods that disappear and the new goods that come in. 

So it is not an animal that has a consistent bias over time, be- 
cause it is not an animal that has been the same over time. And 
it’s nice, for research, to have an animal that is the same over 
time, because then you can, if you are using it to explain something 
or trying to explain it with data that is consistent over time, then 
you can get an accurate measurement of those relationships. 

So it’s a dynamic thing. 

Mr. Shays. So your bottom line conclusion is? Part of what you 
said went over me a little bit here. 

Mr. Karl. OK. That’s fine. 

Mr. Shays. No, not your fault. I’m willing to blame you for a lot 
of things, but not that I can’t understand something. 

I want to touch on the third part of Mr. Baker’s testimony, the 
third point, and that was, basically, that we couldn’t have been off 
all that much, because if we were off as much as, say, a point, and 
we go back 40 years and then go forward with this new data, we 
would come to absurd conclusions that simply wouldn’t make 
sense. 

That seems like a powerful argument on the surface, and I’m just 
really trying to get a better handle whether you think that some 
of the problem we see now is something that is more recent, in 
terms of its challenge to us. 

Do you understand my question? 

Mr. Karl. I tend to agree with Mr. Baker that 1.1 percent seems 
to be large. As a consequence, you don’t get these kinds of 
counterfactual information of, geez, we’re doing so well. One thing 
I use in my talks is that, well, if this is true, then the standard 
of living is rising so rapidly, everybody is happy; right? 

Often, in talking to audiences, you don’t find that they are feel- 
ing that their real standard of living is going up so rapidly. But the 
changes, the bias movement over time depends on how it was done, 
at what point in time. For example, Ms. Abraham mentioned in her 
testimony this thing dealing with the housing index, and that was 
considered highly overestimating the cost of living for the average 
person for a period of time, and they changed that, the way they 
measure housing costs over to this rental kind of thing. 

So the bias has always been there, and it has gone up and down, 
depending on how they have actually calculated the index. How 
high it is. I’m not an expert to say. 

Mr. Snowbarger. Mr. Shapiro, I want you to comment, as well, 
if you know what my question is. 

I just want to say to you, Mr. Karl, that I came from a middle 
class family, in a town that had upper middle income and more 
wealthy. You know, it was a big deal for my parents to take us out 
on a five-horsepower boat. We would rent this little boat, and we 
would go to a little island. It was five horsepower, I mean, this was 
a big thrill. 

And I think of people today and the boats they have, middle and 
lower middle income, that things that they have that I wouldn’t 
even have conceived of being able to enjoy, that they have for their 
kids, and so on. I just have to believe that it is a whole different 
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world out here, and I’m just not sure that we have captured it 
right. 

Mr. Shapiro. 

Mr. Shapiro. We know less about the bias as we go further back 
in time, but I think it’s fair to say it has probably been there for 
the last 40 years. I would be willing to extrapolate back the 1 per- 
cent number for 40 years. 

I think it’s probably wrong to think that the pace of quality im- 
provements sped up dramatically. There has always been a lot of 
quality improvement, especially as bears on consumer goods. We 
think back to the advent of kitchen appliances. Teflon, nylon, peni- 
cillin, all these innovations happened much earlier. 

We tend to focus now on the electronics, because we are quite fa- 
miliar with them and they are changing a lot now, but they are not 
a huge part of the consumer’s budget. There has been a tremen- 
dous increase in the quality of items that individuals consume over 
the last 40 years. 

I would disagree with Dean Baker’s conclusion that, if there has 
been this bias, much of economics has to be overturned. It’s true 
that, perhaps, we are 30 or 40 percent better off in real terms than 
we would measure using the CPI, but that is not an absurd conclu- 
sion. 

The remarks you just made about comparing the standard of liv- 
ing of individuals when you grew up versus now is in line with 
there having been a big bias. Things are definitely much better. 
There is a huge range of goods available that weren’t available, 
color TV instead of black and white TV, for example. 

Part of why people feel that economic times are bad or not as 
good as they have been is that the rate of growth in wages has 
slowed down substantially. In the 1950’s and 1960’s, it was 2.5 per- 
cent, 3 percent; now it’s zero or 1 percent, in a good year. The CPI 
bias wouldn’t make that go away. It would basically say it was 
growing even faster before and maybe growing a little faster now, 
but the slowdown would still be there. 

Mr. Shays. So the proportions would still be. 

Mr. Baker, you had wanted to make a comment. 

Mr. Baker. I just wanted to point out that, you know, the issue 
isn’t just the number of new goods but their importance. Just to 
give you some examples of goods that got incorporated late into the 
CPI: air conditioners, home air conditioning was not in the CPI 
until 1964, when it was a fairly common item; air travel was not 
in the CPI until 1964; home clothes dryers were not in the CPI 
until 1964. You were mentioning boats. I would be willing to bet 
it was at least 1964, and maybe not until 1978, that that got incor- 
porated. 

So this idea that we’re behind the curve in technology, because 
there has been such a substantial improvement in BLS procedures, 
even if there has been a more rapid rate of technological change. 
I’m willing to bet that we are much closer to the curve now than 
we were 30 years ago. 

Mr. Shays. Yes, Mr. Hulten. 

Do you want to go, and then I will come back? 

Mr. Snowbarger. No, if you are following it through, go ahead. 

Mr. Shays. No, no, why don’t you go, and then I’ll come back. 
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Mr. Snowbarger. Just a couple questions real quickly. When we 
talk about cost of living, another problem area that we haven’t 
talked about is other factors that change our buying behavior. I 
don’t know if that’s going to be reflected in this CES, consumer ex- 
penditure survey. 

The example that was given by one of our colleagues early on 
was the price of steak going through the roof, and therefore you 
change to chicken, but your quality of life has gone down. When 
he mentioned that example, I immediately thought, coming from a 
beef-producing State, of the ripple effects that it had when dieti- 
cians were coming out and saying that beef is basically bad for you, 
red meat is basically bad for you. 

So now we, I presume, have changes in buying patterns that 
aren’t based on economics at all; they are based on something else. 
That person’s love of beef and having to change over to chicken will 
change his quality of life, as well, but apparently he made that de- 
cision to do so, and again, made it on a noneconomic basis. 

Is there any way to factor out those kinds of factors, when you 
are trying to figure out an economic index? 

Everybody wants to answer this at once, I can tell. 

Mr. Shapiro. I’ll take it. That’s quite difficult. We should not be 
too ambitious with what we ask the BLS to do. I think we should 
really concentrate on getting the best measure of the prices of 
transactions and the cost of living for basically market-oriented 
purchases. 

To broaden your question somewhat, I would be quite resistant 
to trying to have the environment or crime reflected in the Con- 
sumer Price Index, or a cost of living index that the BLS produces. 
Similarly, if health concerns cause substitution, that’s something 
that probably should be abstracted from, and we should just con- 
centrate on prices and quantities, which we can measure. 

Mr. Baker. Let me see if I can add a word on this. The point 
you are raising is exactly why it has taken BLS 20 years from 
when the research that Matthew Shapiro was talking about was 
done to try to implement that in the index, because there are real 
debates about how to appropriately implement it, and those con- 
tinue today. So it’s not an open and shut question. 

Mr. Shays. Well, it’s taken us 20 years to balance the budget, or 
24. 

Mr. Snowbarger. It’s essentially 28, and we haven’t balanced it 
yet. 

Mr. Shays. We’re throwing stones. 

Mr. Hulten. If I might also add something here. You have raised 
what is really, in many regards, the Achilles heel of index number 
theory, and that is the problem of changing tastes. This is known 
in the literature on index number theory, known as the “index 
number problem.” It’s also known that it is a very, very difficult 
problem, over and above the question of constructing an index for 
a fixed set of preferences. In some cases, there is no one correct so- 
lution. 

Mr. Snowbarger. It would seem, though, we’ve got four of you 
here, that you would all agree that the kind of example that I gave, 
the decision based on something other than economics, should not 
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be calculated in this. We came to that conclusion in about 30 sec- 
onds. Why is taking 20 years? 

I still don’t understand. I understand debates go on and on, but 
I still don’t understand the length of time that it’s taking on some 
of these things. That really doesn’t need a response. I doubt that 
you will be able to satisfy my curiosity about why it takes so long. 

Mr. Baker, I want to go back to a statement that you made, and 
Mr. Shays, I guess, interpreted it a little bit differently than I did. 
Therefore, I want to give you an opportunity to explain what you 
meant by it. 

I almost got the feeling, when you were talking about the current 
CPI, that you were basically saying everybody uses it, therefore it’s 
accurate. And that doesn’t make sense to me. It’s like, you know, 
if you say it often enough, it’s true. I don’t believe that either. 

Mr. Baker. Well, what I am referring to here is, I consider it 
worthwhile to know what people who are familiar with it think 
about it. So what I’m saying is that there has been some effort to 
say, well, economists all agree. There’s even been some crude poll- 
ing done, saying, you know, so many of so many economists say 
they think it’s overstated by an average of 1 percent, 1.1, whatever 
it might be. 

So I’m just saying, if we value what economists think about it, 
my way of finding out what they think about it is seeing what they 
do in their work. 

Mr. Snowbarger. How many of them, though, go out and re-ex- 
amine the CPI before they base their research on the CPI, or base 
their conclusions on it? In other words, how many of you go back 
and say, “Well, first of all, before I include that in my conclusions. 
I’m going to go back and do my own research on CPI. And once I’m 
convinced it’s accurate, then I’ll move on.” 

Isn’t it the case that you say, “I’ve got to start somewhere. I’m 
going to start with that and move on.” And that doesn’t necessarily 
mean that was an accurate measure. 

Mr. Baker. It’s standard for economists, when they begin their 
research, to discuss the quality of their data. And if there is some 
reason to believe that their data has some flaw in it, to at least 
note it and, if possible, to make a correction for it. If, for example, 
I was doing work, and I was convinced that the CPI overstates in- 
flation by 1.1 percent, I would just say, “We all recognize this. I’m, 
therefore, making this adjustment.” It’s a very simple thing to do. 

Mr. Snowbarger. Of course, that statement came out in Decem- 
ber of last year? That was the timing of the Boskin Commission. 
Maybe it was out there before that. Is there more question now 
about the accuracy of the CPI than prior to the time that report 
came out? In other words, are more people looking into this now 
that might have just taken it for granted earlier? 

Mr. Baker. I think there is more research being done in that 
area, but I think you could still look at the most recent journal ar- 
ticles, and you probably will not find a single article where the per- 
son has done their work assuming that the CPI was overstating in- 
flation. 

Mr. Snowbarger. Well, yes, I would suggest the most recent 
journal work was done prior to December, most likely, at least the 
basic work. 
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Mr. Baker. That’s correct. I should also point out that the re- 
search on which they were basing this conclusion, for the most 
part, dates back, in many cases, 20 years. So this is not new re- 
search. This information, for the most part, was widely available 
to economists for a long time. They might have chosen to ignore it, 
but it was available. 

Mr. Snowbarger. Mr. Shapiro. 

Mr. Shapiro. It is important to ask what parts of economic re- 
search would be affected by this. In many uses of the CPI data, 
even if there were a bias, it would not change the conclusion. For 
example, if one were trying to estimate the impact of a change in 
Federal Reserve policy on the change in the rate of inflation, if 
there is a constant bias, that will just go in the constant term, and 
one can still estimate, consistently, what the effect of policy would 
be on changing the rate of inflation. 

Mr. Snowbarger. You are presuming the bias was consistent? 

Mr. Shapiro. I think that would be a reasonable assumption for 
that kind of study. 

Mr. Karl. Speaking, if I could, more from the business commu- 
nity, what we’re really looking for is accurate data. It’s recognized, 
and I think it’s widely accepted, that there are some problems with 
the Consumer Price Index. It’s widely used as a cost of living index. 
All I’m suggesting is that we get more accurate information on 
that, going forward as well as revised backward, clearly, if we have 
a revised historical series on the CPI. 

Mr. Snowbarger. I think we’re saying the same thing. 

Mr. Shays. I’d love to pursue that, if I could. 

Mr. Snowbarger. Sure. 

Mr. Shays. I wonder if you’re not saying you want it as much 
accurate, but you want consistent data. 

Mr. Karl. Consistent and accurate. 

Mr. Shays. Both, but almost if it’s consistently bad, at least it’s 
consistent. 

Mr. Karl. That’s exactly right. Just as Professor Shapiro men- 
tioned, if the bias has been constant over time, it won’t matter for 
your estimation results. It’s just a constant. It’s just irrelevant to 
the study if it’s consistently wrong. The CPI, as it stands now, is 
not consistent over time. So something consistent is very useful in 
research, in addition to getting accuracy. They are different con- 
cepts. 

Mr. Snowbarger. Mr. Hulten. 

Mr. Hulten. I wonder if I would also add that, while the spot- 
light today is on the CPI, there are many other areas of our statis- 
tical system where people suspect the data is flawed, perhaps not 
with a conviction that it’s biased in one way or the other. For ex- 
ample, our GDP measures exclude many important aspects of eco- 
nomic activity. 

A researcher who wants to try out a new theory by confronting 
it with data is likely just to swallow hard and use the data as they 
stand, realizing that almost all the data are problematic to some 
degree. 

Mr. Shays. Just one area that I’d like to just pursue because you 
both used the same imagery, low-hanging fruit. 
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Mr. Hulten, I got the feeling that you were saying there isn’t any 
low-hanging fruit, in your testimony. I just want to be clear on 
that. You said, “There are no quick fixes for the quality problem, 
no low-hanging fruit on the quality tree.” So it just related to the 
quality issue? 

Mr. Hulten. Yes, I was explicitly referring to the quality issue. 
I think it’s different in the area of substitution bias. 

Mr. Shays. OK. I would like that, for the record. 

Mr. Shapiro, you are basically saying, “By taking these two 
steps, the BLS could reduce the CPFs overstatement of the change 
in the cost of living by about one-half percentage point per year, 
on average. These two steps are the low-hanging fruit of CPI bias.” 
And those were “high-level substitution” and “averages individual 
prices.” I don’t know what the second point is. 

Mr. Shapiro. The second point is the move to the geometric 
means. 

Mr. Shays. Can you move the mike a little closer to you. I’m 
sorry. 

Mr. Shapiro. The second point is the move to the geometric 
means. Commissioner Abraham indicated that the BLS is likely to 
make this change, beginning in 1999. 

Mr. Shays. That they are focused on, but not the first part. 

Mr. Shapiro. Not the first; right. 

Mr. Shays. And your point is, these areas there is more con- 
sensus on. It does happen to equal the amount that congressional 
leaders and the White House seem to have been reporting in the 
newspaper of about 0.45 percent. I suspect it’s in these two areas. 

The question I would then raise is, but how quick would this 
process take to deal with these two areas? 

Mr. Shapiro. I think the timetable that Commissioner Abraham 
discussed for the geometric means, or the second of my points, 
seem quite reasonable. 

Mr. Shays. Which is the beginning of 1998, so effect in 1999. 

Mr. Shapiro. Yes. It does take time to make sure everything is 
programmed correctly and to let the users know. That actually 
strikes me — they basically figured this out in the 1992-1993, to get 
it into the index in 5 years, given that it took some time to digest 
the original result and then figure out what the right solution is. 

Mr. Shays. How about the first point, on the substitution? 

Mr. Shapiro. I think they could do that about as quickly, but 
they haven’t started, so I think it would take another year or two, 
but not 17 years. 

Mr. Shays. So it would take another year beyond 1999? 

Mr. Shapiro. Yes. 

Mr. Shays. Almost the year 2000. What that says to me is that, 
if a budget agreement includes something higher than a 0.2 per- 
cent, or something beyond that, what I’m hearing you all say is 
that you support, as economists, the position of the Bureau of 
Labor Statistics on this issue. I’m making an assumption all of you 
do. 

Excuse me. I should ask you each, on the timetable. First, maybe 
I need to ask you if you view this as low-hanging fruit, Mr. Baker, 
those two points? 
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Mr. Baker. Yes, the low-hanging fruit. I can live with that. One 
qualification I would make, with the case of geometric means, is ex- 
actly what has been discussed here before, that it’s not appropriate 
everywhere. But I think BLS is going through it the right way, and 
introducing it in 1999 is a reasonable timetable. 

Mr. Shays. And substitution? 

Mr. Baker. Substitution, I think there are some problems with 
adopting the method that Matthew Shapiro suggested. I think it’s 
a reasonable proposal, but I don’t know if I would jump to do it. 

And I would also point out that BLS, in their research on this, 
it actually turns out that the average amount that would affect the 
CPI is 0.14 percent over the last 8 years. In a typical year — this 
is driven a lot by the high inflation around 1990 and the Persian 
Gulf war — typical year, it would be just one-tenth of 1 percent. 

I just think it’s important to realize there is probably a little bit 
less at stake there than we might believe. 

Mr. Shays. Dr. Karl. 

Mr. Karl. I haven’t looked into the superlative issue, the first 
one that Professor Shapiro mentioned. I have looked a little bit into 
the geometric mean, and I think the BLS should proceed cau- 
tiously. And by 1999, that would be about the appropriate time. 

Let me just raise why it has to go cautiously, so you understand 
the issue. Let’s take myself, as a consumer of tea and coffee. I love 
coffee. Double the price; I spend as much on it. I’d double my 
spending on coffee. And the geometric mean would say that I’m 
going to substitute down and spend less on coffee. 

So there are issues between the particular goods and choices that 
the geometric mean is applied to, in the calculation of the CPI. 

Mr. Snowbarger. Excuse me. If I could. 

Mr. Shays. Yes. 

Mr. Snowbarger. Isn’t that going to be handled in the CES? In 
other words, isn’t your buying pattern somehow going to be con- 
tained in all this? 

Mr. Karl. If you had a more frequent updating of the basket 
that people are actually buying, you could accommodate what the 
geometric mean attempts to do, as I understand it, which is to ac- 
commodate some of the substitution behavior for price changes. 

Mr. Snowbarger. Right. But, again, are we not doing this as 
often as we need to, either the CES or the market basket? Is that 
what we’re saying? 

Mr. Baker. There’s another issue here, and someone may be 
more familiar with this particular aspect of the CES than I am, but 
in this particular example, my understanding is that the CES does 
not get to that low a level of disaggregation. So I believe the cat- 
egory would be noncarbonated beverages, something to that effect. 

Mr. Snowbarger. You mean — excuse me. 

Mr. Shays. No, that’s all right. It’s an interesting hearing, actu- 
ally. I didn’t come thinking I would be as engaged. 

Mr. Snowbarger. You mean that the CES and this market bas- 
ket of goods are not that closely connected, I mean, in terms of the 
data that they are trying to collect? In other words, don’t they try 
to find buying patterns on the same goods that they put in the 
market basket? 

Mr. Shapiro. Could I clarify this? 
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Mr. Snowbarger. Yes. 

Mr. Shapiro. The CES is used to get the broad weights of fairly 
narrowly defined goods and services, like carbonated beverages. 
Then there is another BLS survey, called the Point of Purchase 
Survey, which actually tries to figure out what specific goods, down 
to the size of the can and brand and store, and that’s much more 
detailed. 

Mr. Snowbarger. That’s all within CES, though? 

Mr. Shapiro. No, that’s actually another survey called the Point 
of Purchase Survey. 

Mr. Snowbarger. You are the wrong people to answer this ques- 
tion, but is that calculated into the CPI measurement? 

Mr. Shapiro. Yes. 

Mr. Snowbarger. It’s used as well? 

Mr. Shapiro. They use that to figure out exactly — when they are 
trying to represent the price of carbonated beverages, they actually 
choose this can of Diet Coke. 

Mr. Snowbarger. So the fact that Dr. Karl is a coffeeholic is 
going to show up in this point of purchase, as opposed to CES, but 
it will be taken into account? 

Mr. Shays. You’ve just ruined his reputation. 

Mr. Snowbarger. Not really. I wasn’t putting a value judgment 
on that. 

Mr. Shays. Could I just have you, Mr. Hulten, just respond to 
the issue of the substitution geometric? 

Mr. Hulten. Well, it strikes me that the timetable set by the 
Commissioner is reasonable, although I’m certainly not an expert 
on this phase of the problem. But it may actually have a spillover 
benefit on the quality side, because it’s my understanding that part 
of the quality problem is really being masked by a formula bias. 
I think that we would see a different quality measurement from 
BLS, when this switch is implemented. This might qualify as some 
mid-level hanging fruit in the quality area. 

Mr. Shays. Do you want to say one thing? And then I’m going 
to wrap this up. 

Mr. Shapiro. I just want to clarify one point about the mag- 
nitude of the high-level substitution bias. I’m putting a table into 
the record, giving our estimate, and retrospectively looking over the 
period 1988 to 1995. We estimate that it was 0.32 percentage point 
per year. Now, that somewhat overstates what the effect of fixing 
the bias would be. Because the BLS is going to update the baskets, 
but our estimates would be closer to 0.2 percentage points per year, 
not the 0.1 that Mr. Baker stated. 

Mr. Shays. I might just say, Mr. Chairman, that I came to this 
hearing with, first, no hidden agenda, just a general bias that said 
that somewhere between 0.6 and 1.1 was probably where I would 
come down in this mix, and thinking that we could take pretty 
quick action. In other words, a sense that we should move more 
quickly, because the thought that we would be overcompensating, 
to me, would be very distressing. 

The four of you have basically backed up the BLS, so I’m trying 
to now figure out what your biases are, because you don’t agree 
with what my original view was. But you all seem to be saying, it 
seems to me, and I want to make sure I’m clear on this, that there 
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are changes that can he made, that the changes might have an im- 
pact of somewhere between 0.4 and 0.5, in the near future, but not 
as quickly as I would like. 

We’re working on balancing the budget by the year 2002. You are 
just saying that we’re not going to be able to, from a budgetary 
standpoint, see the benefit in the budget until the end of that ef- 
fort. And you are backing the Bureau of Labor Statistics’ view that 
they, at the earliest, 1999, is when you’re going to start to see the 
impact of a change. Is that pretty fair an analysis? 

OK. I would also, if I could, just state for the record that Mr. 
Moulton, Brent Moulton, who works for the Bureau of Labor Statis- 
tics, is here, and I appreciate that someone from the Bureau stayed 
to hear your testimony. I think that’s important, so I appreciate 
that. 

I found your testimony very interesting and very helpful. 

And I found this hearing very helpful. Thank you, Mr. Chairman, 
for having it. 

Mr. Snowbarger. Well, thank you. 

I want to thank the witnesses for both waiting through the first 
panel, as well as presenting your testimony and answering ques- 
tions. 

I would also like to thank the chairman for the opportunity to 
Chair the committee today. Thank you very much. 

With that, we will be adjourned. 

[Whereupon, at 1:15 p.m., the subcommittee was adjourned.] 

[Additional information submitted for the hearing record follows:] 
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Honorable Christopher Shays 
House of Representatives 
Washington, D.C. 20515 

Dear Congressman Shays: 

At the April 30 hearing of the Subcommittee on Human 
Resources of the House Committee on Government Reform and 
Oversight, you requested additional information on the 
Consumer Price Index (CPI) and information on the number 
of people at the Bureau of Labor Statistics (BLS) who have 
access to our major economic indicators before they are 
released. 

Enclosure 1 contains information on the variation in the 
rate of growth of consumer prices across geographic areas. 
This table shows annual averages and percent changes from 
the preceding year for the 1996 CPI for All Urban Consumers 
(CPI-U) by expenditure category, for all 29 individually 
published areas. The over-the-year percent changes at the 
all-items level ranged from 1.5 percent to 4.3 percent in 
1996. I should point out that the local area CPI indexes 
are byproducts of the national CPI program. Each local 
index has a smaller sample size than the national index and 
is, therefore, subject to substantially more sampling and 
other measurement error. As a result, local area indexes 
show greater volatility than the national index. 

The 1996 annual averages for all areas other than New 
Orleans and Tampa Bay show how much the indexes have changed 
between the 1982-84 base period and 1996. (Data for New 
Orleans and Tampa are published on a 1987=100 reference 
base.) Percent changes at the all-items level over the 
1982-84 to 1996 period for the 27 areas for which they could 
be calculated range from 42.7 percent to 70.7 percent. 

Please note that, due to bimonthly pricing, data for all 
areas are not available for any single month. 

The CPI's for individual areas should not be used to compare 
living costs among the areas. An individual index measures 
how much prices have changed in that particular area over a 
specified period of time. It does not show whether prices 
or living costs are higher or lower in that area relative to 
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another. Moreover, both the market basket and relative 
prices of goods and services in the base period may vary 
substantially across areas. The current market baskets 
reflect 1982-84 expenditures patterns, updated for relative 
price change to either November or December 1986, depending 
on the particular area, and were introduced into the CPI in 
1987. (With release of the January 1998 CPI, a new market 
basket based upon 1993-95 expenditures will be introduced. ) 
Enclosure 2 presents the relative importances of components 
of the CPI for each published local area at the time of 
their introduction in 1986. Variation in local area 
expenditure patterns may be observed by comparing these 
relative importances among areas. Areas with subway 
systems, for example, such as New York, San Francisco, and 
Washington, D.C., have a large relative importance for 
public transportation. 

Enclosure 3 contains detailed information on the change in 
the expenditure weights in the CPI that you may find of 
interest. This table shows the expenditure shares by major 
item category and for all 207 detailed item categories, 
based upon the 1982-84 and preliminary 1993-95 urban 
consumer market baskets. The last column of the table shows 
the relative importance of each component in the CPI-U as of 
December 1996; these are based on 1982-84 expenditure shares 
updated to reflect price change that has occurred since that 
time. Please note that the 1993-95 data show the current 
item structure, not the revised item structure to be 
introduced with the January 1998 data. 1 also have enclosed 
a copy of the revised item structure, labeled Enclosure 4. 

In response to your question about the procedures for 
issuing sensitive data, the BLS follows the Office of 
Management and Budget Statistical Policy Directive Number 3, 
which requires statistical data to be released promptly 
after compilation and precludes pre-release distribution of 
information except under very restricted conditions. The 
processing and analysis of data for BLS news releases takes 
place entirely within BLS. Procedures to provide physical 
and computer security are followed scrupulously. Less than 
three dozen BLS employees typically have access to the final 
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data prior to release. These include between 20 and 25 
people who process, review, and analyze the data; the 
remaining staff provide final review and prepare the 
material for publication at release time. The data are 
provided to the Chairman of the Council of Economic Advisers 
late in the afternoon of the day prior to release, after the 
material has been finalized. We give no one else outside of 
BLS the final data until the morning of release. 

If you have any questions about any of this information, 
please let me know, or have a member of your staff call 
Cheryl Kerr of my staff on 202-606-7808. 

Sincerely yours. 


Katharine G. Abraham 
Commi s s i oner 

Enclosures 


BLS/O/COMM. 

CKerr/st 7/11/97 

cc: Gen. F. Com. R.F. Abraham Kerr Chron. 

Dalton Greenlees Jackman Klein Parks 
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Enclosure 2 


Tabi* 2. Ralatlv# Importanc# of compooonta m tt>* Conaumof Prtco IndoKoa: Sotadod motropollUn artta, Novambar 
1986 


(Parceot oi all itama) 


ExpandHurt eatayery 


All items .. 


Food and bavarages 

Food 

Food at home . 

Cereals and baKery products 

Meats, pouttry, fish, and eggs 

Meats, poultry, and fish 

Oatry products 

Frurts and vegatablas 

Other food at home 

Food sway from home 

Alcoholc beverages 

Housing 

Shelter 

Renters' costa . 

Rent, residentoal - 

Other renters' costa 

Homeowners' coats 

Owners' eputvalant rar^ 

Fuel and other utllltlaa 

Fuels 

Fuel oA and other household fuel 

commodibet 

Fuat oil 

Other household fuel commodibea 

Gas (piped) and aiectriaty 

Electricity 

Utility (p<^ gas .... 

Household turrwhlnga and operatton 

Apparel and upkeep 

Apparel eommoditlea 

Men's and boys' apparel 

Women's and gels' apparei 

Footwear 

Transportation 

Private transportation 

Motor fuel 

Pubtk: tran^xxtation 

MecAca! 


CPI-U CPVW 


100.000 

16.930 

15.727 

10.646 

1.478 

3.561 

3.364 

1 . 217 | 

1 . 647 ] 

2.711 

5.061 

1 . 203 | 

42.261 

27.566 

7.461 

5.611 

1 . 670 ] 

16.697 

16.625 

6.946 

4.230 

.603 
.453 
ISO 
3.626 
2.465 
1.141 
7.744 i 

5.901 

5.391 

1 . 565 ] 

2 . 266 ] 

. 796 ] 

19.101 

17 . 837 ] 

3 . 026 ] 

1.264 

4 . 634 ] 


Entertainment .. 


Other goods tnd services .. 
Personal care 


100.000 

16.46o{ 
17.064 
11.054| 
1.594 1 
3.473 
3.253 
1.226 
1.797 
2.962 
6.040 
1.366 

40.603 

25.750 

6.623 

7.750 

1.073 

16.710 

16.422 

7.606 

4.675 


.455 

.321 

.134 

4.220 

2.676 

1.344 

7.447 


6 . 060 ] 

5.621 

1.391 

2.457 

.676 

19J6 $ 

16.699 

3.695 

1.055 

4.378 


CPWJ CPI-W 


Cincinnati— 
Hamilton, 
Ohio— Ky.— ifsl. 


lOO.OOOi 100.000 


15 . 652 ' 

13.994 

7.991 

1.0621 

2 . 666 ] 

2 . 536 ] 

1.091 

1.368 

1.764 

6.003 

1.656 

45.016 

31.667 

10.299 

7.462 

2.616 

21.346 

20.876 

6.766 

4.596 

i - oe ?! 
1.007 
.060 ] 
3.511 
2 . 014 ] 
1.4671 
6.3431 

5.700 1 
5.053 
1 . 426 ] 
2.461 
. 447 ] 

16 . 132 ) 

14.243 

2.244 


4.633 

7.461 


18 . 516 ] 

16 . 640 | 

10 . 052 ] 

1.312 

3 . 745 ] 

3.594 

1 . 213 ] 

1 . S80 | 

2.201 

6 . 568 ] 

1676 ] 

44.790 

31.095 

10 . 272 ] 

8.636 


1.433 
20 . 562 ] 
20 . 266 ] 
7 650 | 
5.252 

.919 

.625 

.094 

4.333 

2528 

1.605 

5.644 

5.«1 

4.749 

1.363 

1.907 

.428 

15-518 

14.317 

3.003 

1.199 

4.874 


100.000 1 

18.879 

17.412 

10 . 822 ] 

1.573 

3 . 295 ] 

3 . 126 ] 

1 . 287 ] 

1 . 677 ' 

2.990 

6.590 

1.467 

41.027 

25.219 

7.047 

5.612 

1.435 

17.768 

17.443 

6.447 

5.165 

.254 

.184 

.070 

4.931 

3.409 

1.522 

7.380 

6.707 
6.207 
1 . 560 ' 
2 838 

1.020 

18.921 

17.1 

3 . 363 ] 

1 . 229 ] 


100.000] 

18 , 917 | 

17.811 

10 . 749 ] 

1 . 566 ] 

3.167 

3 . 018 ] 

1.271 

1.614 

3.130 

7.063 

1.106 

40.753 

24.571 

6.121 

4 . 890 | 

1.231 

18.013 

17.676 

6.953 

5.488 

.354 

259 

.096 

5.133 

3.698 

1.435 

7.230 

6.547 

8.092 

1 . 467 ] 

2 . 628 ] 

1.234 

20 . 230 ] 

19 . 224 ] 

3 . 750i 


5.001 


CPI-U 1 CPI-W 


100.000 

19.872 
18.025 
11.289 
1.568 
3.858 
3.666 
1.373 
1 870 
2.819 
6.736 
1.647 

41.752 

25.183 

6 . 896 : 

5.006 

1.690 

16.301 

17.947 

7.771 


,077 

.060 

4.426 

2.065 

2.360 

6.708 

6.182 

5.737 

1.917 

2.295 

1.011 

17.561 

18 . 130 ] 

3 . 526 ] 

1.431 

4 . 590 ] 


100.000 

19.696 

18.023 

11.560 

1.577 

4.049 

3.849 

1.433 
1-616 
2.666 
6.463 
1.673 

39 027 ] 
24 . 052 ; 
6 . 415 : 
4.748 
1.667 
17.456 
17.123 
7.551 

4.433 

.178 

.062 

. 116 ] 

4.254 

1.695 

2.359 

7.424 

6.212 

5.816 

1.715 

2.406 

1.179 

21.953 

20.429 

4.104 

1.524 

3.647 


1 00.000 

21 . 016 ] 

18.577 

6 . 996 ] 

1 . 163 ] 

2.951 

2.614 

1.233 

1.596 

2.053 

9.579 

2.439 

39.6561 

25 . 819 ] 

7.661 

6.477 

1.184 

17.960 

17.560 

7.332 

4^56 

.074 

.006 

.066 

4.183 

4.043 

.140 

6.707 

6.914 

e.isoj 


18 . 023i 

16.616 

3.245 

1.407 

5.505 


17.931 

16.694 

10.268 

1.231 

3.464 

3.306 

1.482 

1.694 

2.377 

6.427 

1.237 


.929 

17.050 

16.622 

6.193 

4.708 

.064 

,005 

.079 

4.624 

4.467 

.157 

5.964 

6.267 

S.438 

1.236 

2.493 

.876 

23.032 

21.917 

3.819 

1.115 


4.461 


See footnotes at end of tabla. 
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Table 2. Ralattva importanca of compenonta In tha Conaumar Prfca Indaxaa: Salactad matropolitan araaa, Novambar 
1M6— Continuad 


(Parcani ot til items) 



Baftimora, 

Md. 

1 Boston. 

! Mass. 

Cmortnab— 
Hamilion, 
Ohio— Ky.— Ind. 

Clavaiandv. 

Ohio 

Fla. ' 


CPI-U 

CPI-W 

CPI-U 

OT-W 

CPI-U 

CPI-W 

CPI-U 

1 CPI-W 

CPI-U 

CPI-W 

Commodity and sanrtca aroup 






1M.000 

100.000 

49.265 

100.000 

52.176 

100.000 


















Commoditias lass food and bavaragas 

29.099 

29.636 

25.045 

25.530 

30.525 

31.705 

29.413 

32.479 

27.509 

30.497 

Nondurabias lass food and bavaragas 

15.590 

16.669 

13.^ 

14.623 

16.626 

16.995 

17.433 

17 149 

15.049 

14.664 

Ourablas 

13.510 

13.149 

11.351 

10.707 

13.699 

14.710 

11.961 

15.330 

12.460 

15.632 

Sarvicas 

53.971 

51.702 

59.300 

55.954 

90.596 

49.376 

50.715 

47 6251 

51.475 

51.572 

a4adical cara sarvicas 

3.6ao 

3.445 

4.494 

4.199 

3.786 

3.217 

3.566 

2.862 

4266 

3.625 

Spadal Indaxaa 











AH itams lass shatter 

72.432 

i 74.250 

66.113 

66.905 

74.761 

75.429 

74 617 

75.9461 

74.161 

73.368 

AH dams lass medical cara 

95 366 

! 95.622 

94 793 

95.126 

94.999 

95.561 

95.410 

96.353' 

94.495 

95.519 

AH Hams less energy 

92.742 

91.630 

93.156 

91.745 

91.452 

90.762 

91.692 

91.463 

92 499 

91.473 


7.256 

6.370 

6.642 

6.255 

8.546 

9 236 

8.106 

8.537 

7.501 

6.627 

Commodrtias lass food 

X.302 

' 31.204 

26.703 

27.406 

31.992 

32 611 

31.261 

34 152 

1 29.946 

31.734 

rionduraWas lass food 

16.793 

16.055 

15.352 

j 16.699 

18.093 

18.100 

19.260 

16.622 

^ 17.468 

15.901 

Nortdurabias 

32.520 

35.149 

29.346 

33.339 

35.506 

35.912 

! 37.305 

36.645 

36.065 

32.596 

Sarvicas lass rant of shenar 

26.902 

26.505 

28.162 

^.421 

26.139 

25.619 

26.104 

24.292 

26.286 

25.654 

Sarvicas lass madical cara 

50.291 

48.257 

' 54 .609 

51.755 

46 606 

46.161 

47.147 

44.943 

47.207 

47.947 


See iootnotes at end of tabta. 
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Table 2. Relative Importance of compooenta In the Conaumef Price Indexea: Selected metropolitan areaa, November 
1986 — Continued 


(Pefcent ol si! ilems) 


Minneapolis — 


SL Louis, I 

San Diego. 

Washington, 

Minri.— Wis. 

Oreg.— 

Wash. 

Mo.- 

-in. 

Calif. 

D.C.— Md.— Vi. 

CPI-U 

CP1-W 

CPI-U 

CP1-W 

CPI-U 

CPI-W 

CPI-U 

CPFW 

CPI-U 

CPI-W 

100.000 

100.000 

100 000 

100.000 

100.000 

100.000 

100.000 

100.000 

100.000 

100.000 


17.360 

19.565 

18.903 

19.209 

20.642 

16.419 

16.749 

15.294 

16.489 


15.463 

17.920 

16.974 

17.517 

18.637 

14.739 

14.963 

13.603 

14.943 


9.346 

11.016 

10.261 

10.823 

10.903 

9.422 

9.566 

7.593 

6.727 


1.293 

1.501 

1.333 

1.509 

1.524 

1.212 

1.314 

1.024 

1.218 


2.453 

2.721 

2.606 

3,207 

3.328 

2.660 

2.770 

2.381 

2.910 

2.104 

2.306 

2.514 

2.432 

2.966 

3.107 

2.416 

2.506 

2.270 



1.346 

1 621 

1.571 

1 395 

1.414 

1.329 

1.265 

996 

1.155 


1.424 

1.956 

1.672 

1.640 

1.651 

1.723 

1.634 

1.304 

1.487 


2.830 

3.219 

3.078 

2.872 

2.986 

2.496 

2.564 

1.866 

1.976 


6.135 

6902 

6713 

6.694 

7.934 

5.318 

5416 

6.010 

6.217 

1.622 

1.897 

1.664 

1.929 

1.692 

2.005 

1.660 

1.766 

1.690 

1.545 

41.626 

40.535 

43 310 

42 233 

42.002 

39.283 

47.590 

44.208 

42.431 

43.740 


27.660 

29 231 

26.949 

26 256 

23.706 

34.590 

31.961 

27,416 

27.718 

7.457 

7.425 

10.163 

11J2S2' 

6.793 

5.716 

11.073 

12.645 

10.303 

13.462 


5.463 

7.690 

6.753 

4.969 

4.201 

9.533 

11.979 

8.190 

12.596 

2.179 

1.962 

2.273 

2499 

1.623 

1.514 

1.540 

.666 

2.113 

666 


20.074 

18.83( 

17.521 

19.293 

17.631 

23.349 

16.954 

16.919 

14.113 


19.629 

16.30< 

17.205 

18.933 

17,470 

23.031 

18 666 

16-667 

14.003 


6.433 

7 74J 

7.596 

8.317: 

6.475: 

5.752 

5.634 

6.541 

7.521 

3.543 

3604 

4.120 

4036 

5.011 

4.964 

2.635 

2.S5S 

3.307 

3.600 


.129 

.265' 

.164 

329 

.398 

.102 

103 

.261 

.210 

,061 

.054 

.209 

.135 

124 

.132 

.001 

.001 

.219 

.146 



ose 

.049 

.205 

.266 

,101 

102 

.062 

.064 


3.476 

3.655 

3.852 

4.662 

4.565 

2.533 

2.452 

3 026 

3.569 


1.704 

2.991 

2.964 

2.722 

2.769 

1 909 

1.826 

1.826 



1.772 

.864 

.669 

1.960 

1-817 

.625 

626 

1.201 


7.001 

6.442 

8.336 

5.669 

7.429 

7.101 

7,246 

6.393 

8.474 




5.664 

5.077 

5.789 

6.281 

5.619 

5 690 

7.402 

7,516 


5-773 

$.301 

4.726 

5.300 

5.609 

4.854 

4.646 

6.608 




1.020 

1.139 

1.520 

1.611 

1.442 

1.362 




2.547 

2.630 

2.119 

2.197 

2.521 

2.176 

2.197 

2.S51 


.655 

.809 

793 

.731 

.644 

1.012 

.732 






15.666 

19.442 

17.067 

19.276 

15.904 

20454 

18.236 

19.151 



14.360 

16.247 

15.792 

19.577 

14.331 

19.051 

15.719 

16.553 


4.110 

1 2.931 

3.197 

3.374 

3.705 

2.430 

2 66$ 

2.730 

3.296 

1.474 

1.227 

1.466 

1-196 

1.295 

699 

1.573 

1.403 

2.519 


5.563 

3.664 

1 5.275 

3.738 

1 5.333 

4.201 

4,717 

3.738 

4.706 

4.009 

5.465 

I 5.266 4.643 

4.572 

4.364 

4.310 

I 4.943 

4.914 

5.375 

4.191 


. 6.340 5.655 

e.03a 

1 e.2ie 

5.609 

1 4.806 

4.247 

6.554 

5.905 

1.147 

’ 1.0661 1.169 

I 

.87S 

1 1.40G 

I 1.16S 

. 1.327 

1.166 

1.226 

1.493 


Expenditure cetepory 

All items 

Food sod beverape* 

Food 

Food al borne 

Cereals and bakery products 

Meats, poultry, fiab, and egga 

Meats, pooitry, arxJ fish 

Dairy products . 

Fruits arvj vegetaWes 

Other food at horrw .. 

Food away from home 

Alcoholic beverages 

Housing 

Shettor .. 

Renters' costs 

Rent, residential 

Other renters’ costs 

Homeowners’ coats 

Owners' equivalent rent 

Fuel and other Lrlilitiea 

Fuels 

Fuel oil and other household fuel 

commodibei 

Fuel oil 

Other household fuel commo^tiea . 

Gas (piped) ard electncrfy 

Electricity 

Utility (piped) gas 

Household furnishings and operation 

Apparel and upkeep 

Apparel commodities 

Men's and boys' apparel 

Women's and girts apparel 

Footwear 


Transportation 

PnvBta transportation . 

Motor fuel 

Public transportation .. 


Medical care .. 


Entertainment .. 


See footnotes al end ot tabie. 
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Tftbl* 2. Raiatlv* importane* of compononts in tf>o Conoumof Rrtco indoxoo: Srtoctod motropottUn aroM, Novombor 
1 »M— Conttnuod 


(Pwcani of aM rtama) 



Minneapolia— 

SL Paul. 
Minn.— Wit. 

Portland. 
Oreg.— Waah. 

SL Louis, 
Mo.— m. 

San Diego. 
Celif. 

Waantngion, 

O.C — Md.— Va. 


CR-U 

; CP1-W 

CPI-U 

CPI-W 

CPI-U 

CPI-W 

CPI-U 

! CPI-W : 

CPI-U 

CPI-W 

Commodity and aarytco group 












100.000 

100.000 

100.000 

100.000 

100.000 

100.000' 

100.000 

' 100.000 

100,000 

100.000 


45.632 

46.547 

44.330 

45.157 

47.742 

52.704! 

30.041 

45.093 

1 43.590 

45.911 


16533 

17.380 

10.585 

16003 

19.209 

20.642^ 

16.419 

16.749 

: 15.294 

16.469 


20.100 

31.167 

24.755 

26.254 

26.533 

31.052 

23.522 

28.344 

28.296, 

29.422 


15.626 

16743 

16551 

14.465 

16.233i 

17.400 

13.211 

13.793 

15.569 

16.241 


13.471 

i 14.423 

0.204 

11.790 

12.3001 

14.463 

10.311 





54.366 

51.453 

55.681 

54.843 

52.256 1 

47.206 

; 60.059 

54.007 

56.410 

54.069 

l^4adical car* aaivicot 

4.626 

3.141 

4.002 

2.826 

4.165: 

3.262 

3.686 

3.133 

3.839 

3.365 

Spociai IrtdoEM 












71.632 

72.340 

70.760 

71.061 

73.744 

76.204 

65.410 

, 66.010 

72.564 

72.262 


04.417 

06.136 

04.725 

06.262 

04.667 

05.700 

9S263 

96.262 




92.099 

02.265 

02.049 

02,767 

91.615 

91.312 

04 934 

04.560: 



Eiwgy 

7.001 

7.715 

7.051 

7.233' 

0.365 

6.666 

5.066 

5.420 

6.036 


30.022 

33.064 

26.419 

26.163: 

30.225 

33.057 

25.202 

30.109. 

29.966 

30,967 


17.451 

16641 

17.215 

16.304: 

17.025 

10.405 

14.601 





32.161 

34.124 

35.136 

33.367 

35.441 

38.332 

20.630! 

30.542 

30.663 



26.671 

24.431 

27.150 

26.426 

26.564 

24.025 

25.091 ; 

23.419: 

29.452 


SarvKOt l«as medical care 

40.742 

46.312 

51.656 

52.01 5 

46.003 

43 023 
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Tabl« 3. Ralativ* Impertane* of corr^onorrta In tfM Concumor Prfeo Indoios: Solocto d motropolltan aroaa, Docombor 
1»M 


(Percent ot tit item*) 


' ■""■n 

1 

ArtchorsQe, 

Aleska 

1 

Atlanta. Ga. 

Buffalo. N.Y, 

Chicago, 

in.— 

North weatem 
Ind. 

Oanas— 

Fort Worth. 

Tex. 

CPMJ 

CPI-W 

CPWJ 

CPI-W 

CRt-U 

CPt-W 

CPI-U 

CPI-W 

CPI-U 

CPI-W 

Expenditure etteeery 











Ml Hemt 

100.000 

toaooo 

100.000 

100.000 

100.000 

100.000 

100.000 

100,000 

100.000 

100 000 

Food and bevartget 

17M5 

18453 

10.4SS: 

17.0201 

10452 

21.711 

19.021 

20.381 

14.487 

18.675 

Food 

15.413 

15.825 

14.600 

15.576; 

17.587 

10.014 

17.170 

18.457 

13.006 

17.017 

Food tt home 

9.400 

0.031 

6.383 

6.552 1 

11.704 

12.687 

10.029 

12,057 

7675 

0.969 

Cerailt and bakery producia 

1.131 

1482 

.073' 

1.104: 

1.877 

1.856 

1.460 

1.625 

1.009 

1.277 

Meats, poultry, flah, and eggs 

2.88S 

2.643 

2714 

2636 

3.962 

4.291 

3.551 

3.994 

2.265 

3J206 

Meats, pout^, and flab - 

2.513 

2.648 

2554 

2405 

3.778 

4.097 

3.387 

3,777 

2.139 

3.042 












Fruits and vegetaWea 

1.782 

1.616 

1.540 

1.572 

1.887 

2.040 

1.856 

1.984 

1.329 

1.590 

Otbar food at homo 

2.683 

2005 

2.060 

2006 

2.774 

2.977 

2783 

3.058 

2.076 

2.596 

Food away from home 

5.033 

5.004 

6484 

7.024 

5884 

7.227 

6.250 

8.401 

5.422 

7.048 

Alcehotic beverages 

2.452 

2020 

1.768 

1.4S0 

1.884 

1.797 

1.642 

1.024 

1.371 

1.657 

Housing 

41.220 

40.300 

43.063 

41484 

40.105 

37.857 

42563 

40.444 

42.587 

39.012 

Shelter 

20.500 

27.740 

28465 

26.366 

25.061 

23.168 

27.246 

25.441 

28.036 

25.345 

Renters’ coats 

6.030 

10.040 

7490: 

6.800 

6.183 

8.838 

7.452 

8.811 

7264 

0.058 

Rent, raoidantial - 

0.000 

0.412 

5417 

5.SS2 

3.970 

4.717 

5.S72 

5.963 

5.764 

8.169 

Od>er renters coats 

1.030 

1.637 

1483 

1.147 

2103 

2.121 

1.580 

.848 

1.520 

.867 

Homeowners' costs 

10.527 

17434 

20.750 

10.507 

18.621 

15.805 

10.509 

16.373 

20.552 

16.101 

Owners’ equivalent rent 

10.312 

17410 

20487 

10.104 

18.118 

15.424 

10423 

18.115 

20.021 

15.662 

Fuel and other udHttes 

5.683 

0.004 

8.012 

8.883 

8.007 

8.447 

7.S3S 

7.842 

8.177 

6.901 

Fuels 

3.362 

3.570 

s.ossi 

5.108 

S.505 

5.105 

4.378 

4.337 

2.963 

3.366 

Fuel ok and other household fuel 











commodMea 

.237 

.327 

.000 

.122 

.212 

.180 

.062 

.048 

.036 

.042 

Fuel ol 

.146 

401 

.001 

.001 

.141 

.128 

.034 

.031 

.004 

.006 

Other household Kiel eommorMaa 

.060 

.120 

.008 

.121 

072 

.044 

.028 

.017 

.032 

.036 

Gas (piped) and elaetrteity 

3.125 

3442 

4.086 

4.084 

5.202 

4.938 

4.314 

4.269 

2.046 

3.323 

Eiactrlerty 

2.055 

2240 

2557 

2.830 

2323 

2170 

2.002 

2.041 

1.716 

1.935 

UtWty (piped) gas .. 

1.080 

400 

2420 

2345 

2.080 

2766 

2.222 

2.248 

)2M 

1.388 

Household furnishings and operation 

6.003 

0.466 

0.666 

8.013 

6.117 

6441 

7.602 

7.381 

8.374 

6.766 

Apparel and upkeep — _ 

0.043 

5411 

7471 

6432 

7406, 

7.548 

6.621 

6.305 

8.083 

6.978 

Apparel commoiMes .... 

S4n 

5453 

6.760 

5464 

6.071 

7485 

6.140 

5.860; 

7.220 

6.078 

Men's end boye' apparel 

1.404 

1.477 

1403; 

1472 

1456 

1.0T1 

1.001 

1.650 

1.727 

1.839 

Women's and girls' apperei 

2.406 

2466 

3.4661 

2407 

3.239! 

3.107 

2.746 

2.631 

3 358 

2.758 

Footwear — 

.707 

.662 

440j 

440 

1.060 

1400 

.863 

1.066 

.786 

,770 

Tnneportstton - 

10.633 

21.42$ 

16.501 

20.166 

19.339 

18.904 

16.460 

18.463 

18 955 

20.872 

Prkrtte banaportabon _.. 

10411 

10420 

154761 

19.016 

17.036 

17.370 

14.200 

16.613 

17.551 

' 18.831 

Motor fuel - 

2.773 

3.400 

2647 

3.646 

3.160 

3.707 

3.300 

3.646 

2.591 

3.567 

PuMc aeneportsBon _ - - 

2422 

2006 

1415 

1.150 

1.402 

1.528 

2.170 

1.850 

1.404 

.841 

Me«caicare - 

4.411 

4465 

$.740 

5443 

4421 

3.580 

4.021 

4.961 

5.238 

4.400 












Other goods end servleee 

$.101 

4.053 

9421 

9.743 

4.834 

5840 

6.031 

5.488 

5.692 

8.086 

Pereonel cere 

1.031 

4^ 

1456 

1.105 

1.181 

1482 

1.396 

1286 

1.177 

1.429 


Sea feetnotat at and of taM. 
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TabI* 3. RaUtIva Importanca of compooonta in tho Conaumar Prica Indaxaa: Saiactad matropoiitan araaa, Dacambar 
19M— Continuad 


fPsfcefit of fci rt«m*) 



Anchorage. { 
Alaska 1 

AQanta. Ga. 

Buffalo. N.Y. 

Chicago. 

tH.— 

Northwoatarn 

iniJ. 

Dellas - 
foh Worth, 

Tex 


CR-U 1 

CR.W 

CR-U 

CR-W 

CR-U 

CR.W 

CR-U 

; CP!-w , 

■ CPi-U 

CPi-w 

Commodity and aande* group 











All Hamt 

100.000 

1 100.000 

100.000 

100.000 

100,000 

100.000 

100.000 

: 100.000 

. lOC.OOOi 

■ 100.000 


46.304 

47.833 

43.814 

46.403 

*9217 

51.550 

46.786 

50,620 

4S.839 

■ 50.20? 


17.665 

18.253 

16455 

17.026 

19252 

21.711 

10.021 

20.381 

14.467. 

18.675 

CommodKiM tau food and bavaragas — 

28.439 

26.561 

27.459 

29.377 

29.966 

29.640 

27,765 

30.238 

31.372. 

31.532 


1A399 

15-171 

16.064 

15.615 

16.593 

16.^ 

16.457 

17.069 

18.633 

18.614 


14.04} 

1A409: 

11.395 

13.762 

13.373 

11.556 

11.306 

13.169 

14,739 

U.91B 


53866 

57187; 

56 066 

53.587 

50.763 

48.^ 

53.214 

49.380 

54.161 

48.793 

Madicai cva farncaa 

3.752 

3548 

4 439 

4,027 

3,917 

3.058 

3.023 

3968 

3.679 

3.255 

Spaciai Indaxaa 












71.440l 

72.251 

71.635 

73.612 

74.919 

76.832 

72.754 

74.569 

71.964 

74,655 

AM Hams Saw medical ca/e — 

95.569 

95.635 

94 .260 

94.657 

95.179 

96.420 

95.079 

95.039 

94.762 

95 600 







92.324 

91.815 

94.427 

33-C67 

Energy - 

6.135 

8.976 

7932 

8.752 

6.665 

8.8C2 

7.676 

6.185 

5.573 

6-833 

30 891 

32.206 

29.247 

30.827 

31.6301 

31.836 

29.607' 

32.162 

32.743 

33 190 


16.850 

17 769 

17.852 

17.065 

te.257l 

20.061 

18.299 

18.993 

18.004 

18.271 


32.263 

33.424 

32.519 

32.641 

35.644 

39.095 

35.478 

37 450 

31.101 

35,288 


25.463 

24.605 

28378 

27 803 

26.547 

26.225 

26.573 

24.463 

26.902 

25.132 

Sarvii^ tau medical care 

46.944 

48.621 

51.648 

49.570 

46 666 

45302 

49.201 

45.412 

50.261 

i 46,538 


Sm tootnofas at and of tab)*. 
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Tabl« 3. R«t«trv« tmportanc# of eompootnti In tho Conoumor Prteo indoxot: 8 oMc t » d n-m t repotttan aroM. Oooombor 
1 986— Contfnuod 


(ParcftnE of i(«ms) 



Denver — Boulder, { 

Cato. 1 

Datto^ 1 

Mi^. 

HorwMu. 

Hawai 

Houstort, 

Tax. 


O^-U 

CPi-W 

: cpi-u 

C«-W 

CP1-U 

CPl-W 

. CPi-U 

CP1-W 

Expanditur* eatagery 









AJI rtams 

lOO.IXM 

100.000 

100.000 

100.000 

100 ooo 

100.000 

100.000 

100.000 

Food aod bavaragas 

15.092 

20.040 

' 18494 

22.Z2S 

21.261 

22.576 

20 034 

22.648 

Food 

14.234 

17662 

16.809 

20.259 

19.775 

20,817 

18098 

20 354 

Food at ftoma . 

8 178 

10.542 

: 10.502 

12.572 

12.579 

12.804 

11 021 

12.385 

Cereals and bakery products 

1,097 

1.348 

1.S18 

1.609 

1.605 

1,841 

1 361 

1.520 

Meats, poultry, fish, and eggs 

2.216 

3058 

3.778 

4.411 

4.069 

4.424 

3 420 

4.032 

Meats, poultry, and fish 

2.074 

2865 

3614 

4.195 

3.822 

4.086 

3235 

3.798 

Dairy product! 

1.132 

1.331 

1.136 

1 363 

1.091 

1.030 

1 422 

1.617 

Fruits and vegetables 

1.378 

, 1586 

1.432 

1.775 

2.788 

2.661 

1 653 

1.826 

Other food at home 

2.417 

3221 

2.640 

3.193 

3.005 

2.827 

3 155 

3.390 

Food away from home 

6055 

7.140 

6.307 

7 667 

M96 

8014 

7.077 

7968 

Alcoholic beverages - 

1.7S9 

2.358 

1.685 

1.966 

1.486 

1,759 

t 936 

2.294 










Shelter 

29.605 

26.318 

26.386 

, 23.706 

30.070 

27.814 

21061 

20.463 

Benters' costs 

6.154 

to 188 

6.190 

5 956 

9.066 

9.195 

7012 

7681 

Rem, restdewiai 

6.319 

8.912 

3 953 

4.466 

7730 

8.343 

5.S13 

6.882 

Oth« ranters' costs - 

1 635 

1.275 

2737 

1.490 

1236 

.852 

1.499 

799 

Htyneowners* »sts - 

21.412 

15926 

20.031 

17.663 

20.777 

18413 

13,843 

12.655 

Owners' e^irvaiertt rent 

20.682 

15610 

19.625 

17 288 

20.510 

18.224 

13.288 

11-949 

FuM arxJ otfw utWtes 

6.844 

8.627 

6.406 

7.645 

4.600 

4.919 

8,667 

6.8(» 

Fuels 

3.764 

! 3.591 

5.037 

4.699 

2.130 

2.257 

3.431 

3 479 

Fuel oi and other household fuel 









commodities 

069 

.072 

.178 

.149 

.020 

-024 

.121 

.106 

Fuat ai 

.034 

.034 

.067 

.036 

001 

.004 

.064 

.050 

Other household fuel commodrties 

.055 

037 

.091 

.111 

019 

.021 

.057 

.056 

Gas (pioed) aryJ elactncrty 

3675 

3.519 

4.859 

4.751 

2.110 

2.232 

3.310 

3373 

Electricity 

2.106 

2.019 

2.235 

2.140 

1.914 

1.940 

2 644 

2.721 

Utility (piped) ges 

1.S69 

1.500 

2.624 

2.610 

.196 

.283 

666 

.652 

Household lurmshings arid operstion 

7.039 

6.872 

6263 

5462 ; 

6.482 

5809 

8.776 

7.206 

Apparel and upkeep 

5.870 

8701 

7.066 

7.726 

5.617 

6.117 

7331 

7.488 

^parei commodrties 

9228 

8.132 

6.621 

7 409 

S46S 

5 782 

6653 

6.860 

Mart's and boys apparel 

1 387 

1.566 

1.962 

1.743 

1.459 

1.603 

2.024 , 

1.862 

Women's and gnt' apparel 

1.930 

2.163 

2.612 

3.340 

2439 

2 522 

2.5(M I 

2.516 

Footwear 

.691 

.697 

.661 

1.194 

.602 

.866 

1.147 j 

1.137 

Transportation 

17331 

18.536 

16.756 

20.171 

16.370 

18.400 

19 844 

21 134 

Private transportation 

15.264 

17.299 

17.716 

16.939 

14.3*7 

16.8*1 

18*9* 

26.127 

Motor fuel 

2.639 

3.921 

3.438 

3856 

2.779 

3.390 

3 348 : 

4.166 

Publie tra'^sporuton 

2.047 

179? 

1.037 

1732 

2.052 

1.579 

1 552 : 

vooe 

Medical care 

5 650 

4.466 

4400 

3.949 

4819 

4.226 

5.572 

4.657 

EhterttHmwii 

5.488 

4.510 

4.m 

3.838 

4 628 

4.488 

4.533 

3.654 

Other goods ar«d seryices — 

Persw^tf car# 

5.981 

1iS7 

5.910 

1.628 

6046 

1.336 

5.077 

1.254 

5 956 
1760 

5.671 

1.404 

i 

6.182 1 
1 399 

5.944 

1.807 


S«* feetnotM at anO o> tabto. 
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3. RviatN* imporUne* of components in ths Consumsr ^rfes Indexes Sslsetsd mstropoiltsn srsss, December 
1986— ConUnuMl 


(Paroant of «il Hams) 



Oanvar — BotXdar, 
Cota 

i Oatroit. 

1 Mich. 

Honoiutu. 

Hawai 

Tex. 

CI»I4J 

CPt-W 

i CP1-U 

CP1-W 

CP1-U 

CPI-W 

CPi-U 

CPt-w 

CommodHy and •M’lHe* ffoup 









AX Ham* 

100.000 

100.000 ' 

100.000 

100.000 

100.000 

100.000 i 

100.000 : 

100.000 

CommodHMS - 

4S.S7» 

49638 1 

46.497 

51.373 

44748 

48.510 

52-743 ' 

S6.106 

Food and b#v#f»fl«i 

13.992 

20.040 ' 

18.494 

22.225 

21-261 

22.576 

20.034 

22.648 

Commoditi** M** foexJ and beverag** | 

26.285 

29.597 

28.003 

29.149 

23.485 

25.942 

32.710 , 

33.458 

Nondurabia* 1*** food and baveraget 

14.010 

17304 

16.450 

17.748 

14.470 

15.721 

18.367 

18.799 

Ourabia* 

11-07# 

12.293 

- 11.554 

11.402 

9.015 

10.221 

14.343 

14.859 


57.722 

50.362 

53.503 

49.627 

55-254 

51.481 

47.257 

43.894 

Uadicai car* amioes 

4.510 

3.510 

3.819 

3.292 

3.672 

3.239 

4.422 

3.548 

Spaclal tnd«i** 










70.195 

73.662 

73.632 

76.292 

89.930 

72.186 

78.939 

79.537 


94.350 

95.514 

95.600 

96.051 

95 181 

95.774 

94.428 

95.343 


93.597 

92.460 

91.525 

91.244 

95.091 

94.353 

93.221 

92.3i^ 


6.403 

7.512 

8.475 

8756 

4.909 

5.847 

8.779 

7.645 


26.044 

31.956 

29.860 

31.115 

24,971 

27.701 

34.646 

35,752 


16.366 

16.662 

19.135 

19.712 

15.966 

17,480 

20.303 

21.093 



37.345 

34.944 

39.971 

35.731 i 

38.297 

38.400 : 



26.739 

24.599 

27.743 

25453 

25-895 ; 

24.C61 

27,015 

24 325 

Sarvieaa las* madietf car* - 

53^2 

1 

40.852 

1 

49.884 

45 335 

51.362 : 
1 

48.242 

42.835 

40.249 


See footnote* at ord of tabt*. 
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T«bl* 3. R«l«tlv« imp<Htanc« Qf eempeotnts in th« ConMimvr Pr1e« IndaxM: Svtnctad mtlropoiKsn nr***, D*c*wb»f 
l986-'‘Contlnu«<i 


(P«rc«n1 of al! ttams} 



Kanaas Oty, 

Me.— Kant. 

LA.— 

tong 8aac2i. 
Anaheim, 

CaM. 

«>«HwauiuM. 

wia. 

New York, 

RY.— 

Norfrwastam 

NJ. 

CPt-U 

CPFW 

CPWJ 

CPI-W 

CPI-U 

CPI-W 

CPl-U 

CPI-W 

Exp*A«tur« e*t«9ery 









Ul items 

loaooo 

100.000 

100.000 

100.000 

100.000 

100.000 

100-000 

100.000 

Pood and bevefapes 

17.726 

17.781 

17.176 

18.446 

17.135 

18.531 

16.646 

! 21.166 

Food 

16.387 

16.612 

15.468 

16.413 

15257 

16.536 

17.436 

19.763 

Food at home - 

10.347 

10.422 

9.175 

8860 

9.604 

10.402 

10.203 

11.892 

Careala and bakery products 

1.346 

1215 

1.170 

1278 

1.442 

1.583 

1.443 

1.659 

Meats, pouttry, Ran, arxf eggs 

3.181 

3.160 

2.722 

2.924 

2.867 

3.3S1 

3.542 

4.42? 

Meats, poui^, and ftab - 

2»53 

> 2.835 

2.507 

2.667 

2.827 

3.203 

3.360 

4.217 

Dairy produces 

1.336 

1.394 

1216 

1.^ 

1.211 

1.313 

1.291 

1.38S 

Fruits and vegetatMea - 

1735 

1.744 

1.850 

1.699 

1372 

1.362 

1.817 

2.033 

C^her food at fwme 

2.748 

2.790 

2.417 

2629 

2312 

2.793 

2.109 

2.468 

Food avwy from twm* — 

6.040 

6.190 

6.313 

8J»3 

5.653 

6.135 

7233 

7.791 

Alcoholic beverages 

1.336 

1.179 

1.669 

2.034 

1.876 

1.985 

1.409 

1.38S 

Hotrtirtg .. 

41.426 

37283 

45.039 

42.622 

44.966 

42.635 ; 

45.368 

’ 42.772 


25 743 

23.067 

32.461 

30216 

29.912 

27.813 : 

31.428 

28.490 


6.667 

6.657 

10.731 

11,788 

8.565 

6.154 ! 

10.329 

10.348 


5420 

5.360 

6.966 

10.427 

8.025 

5,737 ' 

8.342 

8.346 

Ofter ranters' costs 

1.447 

1.297 

1.745 

1.362 

2.540 : 

■ 2.44? ; 

1.966 

1-000 


18.660 

' 16.157 

21.468 

16225 i 

21.120 

19.543 i 

20.750 

18.840 

Owntrt’ aootvaJem rent 

18.166 

15.736 

21.048 

1 17.930 { 

20.770 

' 19.175 

20.426 

18.546 


6.132 

7.621 

5.471 

5.369 1 

7322 

' 6.852 : 

7.748 

7.969 

Fuels . 

4.664 

4.469 

2473 

1 2-363 

5.015 

4.690 

4.603 

4.711 

Fuel oil and ether houeohold fuel 









flommorttiet 

.046 

.046 

.036 

.045 

392 

' .331 

.923 

1 .926 


.007 

.005 

.001 

.001 

297 

.234 

.646 

.643 

Otfw household fuai cammodtfet 

040 

.041 ' 

.035 

.044 

.095 

.098 

.075 

.065 

Oas U^^ed) and elecricity 

4.636 

4.442 

2.437 

2.340 

4324 

4356 

3.680 

3.782 

Elactncrty 

2.363 

2263 

1.670 

1.578 

2.177 

2.031 

2.333 

2.350 

(P^ad) gas ..... 

2.273 

2.160 

.766 

.761 

2447 

2.327 

1.347 

1.432 

Household fumtahlngs and operation 

7.551 

6.766 

7.107 

7217 

7.752 

7.no 

6.192 : 

5.283 

Apparel and upkeep - 

6.316 

5.955 

5.953 

8.183 

4.420 

4.962 

7.117 

7.623 

Apparel oorrvTKMMea 

5.626 

5.494 

5246 

5437 

4.014 

4.642 

8.388 

5.999 

Mart's and beys' apparel 

1.605 

1.423 

1.432 

1 433 

1.192 

1.280 

1.595 

1.725 

Women’s and girfs' apparel 

2263 

2.313 

2220 

2.162 

1.921 

2.320 

3.257 

3.586 

Footwear 

1.008 

1.119 

.606 

.731 

.447 

528 

1.005 

1.126 

Tranaperution 

16.662 

24.825 

16.746 

19.636 

17293 

16.792 

13.888 

14.564 

Private tranaportabor 

18.060 

24.320 

15.001 : 

16.439 

16.065 

17824 

11.445 

12if16 


3231 

3.509 

2.706 

3.105 

3.177 

3.863 

1.975 

2.593 

PutjllC transportahon 

.801 

.90S 

1.747 

1.199 

1206 

867 

2.442 

2.366 

Meeftcal care - 

5.606 

4.534 

5.341 

3.718 

4463 

3596 

4.996 

4,417 

EmertBomom — - 

3838 

3 523 

4.607 

4496 

5.021 

4.613 

3.895 

3.387 

CXhar goods «Kl aerrtoes 

5.822 

S.S79 

5.136 

4.665 

6.661 

6.669 

5.869 

6,046 

Fersenai care .... 

1.426 

1248 

1.177 

f.tir 

1265 

1.061 

1.250 

t.210 


Sm (ootnotM at «nd of tabla. 
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Table 3. Relative importance ol componenta In the Conaumer Mee Indexes^ Sele^ed metre^oitUn areas, DecemtMir 
1966— Continued 


SPercent o* all Sams) 


! 

Kansas Oly. 

Mo. — Kens 

LA- 

Long 8«ac8. 
t^hewn, 

CeW. 

MilwtuKee, 

Wit 

New YwK. 

Nortfieaslefn 

N.j 


CPt-U 

CPl-W 

CPl-U 

CPI-W 

CPt-U 

CPI-W 

CPIU 

CPi-W 

Commodity and service gtoup 















100.000 

100.000 

100.000 

CommoOties 

47.961 

52.767 

41.594 

47.071 

45.321 

49.221 

42.766 

46 141 

Food and beverajev 

17-726 

17-791 

17.176 

18 446 

17 135 

18531 

1S846 

21 168 


3023S 

34 97$ 

24.418 

29.623 

28.166 

30.690 

23.821 

24.973 


16.430 

16 290 

13.720 

14.30C 

14.775 

19.707 

14.957 

16.681 


13.605 

16677 

10.607 

14.323 


13.963 




52.039 

47 233 

56.406 

52.929 

54.679 

50.779 

67.234 

53.859 

ii4e*cai cafe services - - 

4596 

3 662 

4.460 

2.973 

3.837 

2.719 

4,181 


Special indexes 










74.267 

76913 

67.539 

98764 

70.086 

72.067 

66.572 

70.5'0 


94.182 

95466 

94.659 

96 292 

fiS.517 

96.432 

95.004 



92 065 

92.002 

94.921 

94.510 

»i.Boe 




Energy 

7.915 

7.996 

5.179 

5.490 





31.574 

36 155 

26 106 

30.956 

30.065 

3268S 

25.330 

26 358 


17 766 

17.476 

15.409 

16.334 

18653 





34156 

34 090 

30 897 

32.746 

31 810 





27,056 

24.696 

26672 

23 241 

25.393 

23.49? 

26.510 

24 982 

Services less medcal care 

47 443 

43671 

53.926 

49.956 

51 042 

46.060 




See !ocu>o!es a; end of table. 
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tabtfi 3. a*iatlv« importanc* of co mp o o o ff f a in tfM» Cormmf PHco bidcK^ So l oc i od motrop^ltsn erase, Dootmbsr 
198S — Confim»d 


(Parc«nl of all rtams) 



Philadelphia, 

Pa.-Nj. 

Pltuburgh, 

Pa. 

San Franciseo— 
Oakland. 

CeM. 

SeattHH-Tacoma. 

Wash. 

CPMJ 

CPI-W 

CPH1 

CPFW 

CPI-U 

CPFW 

CPi-U 

CPI-W 

Expeodlturt catesory 









Ji items 

100.000 

100.000 

100.000 

100.000 

100.000 

100.000 

100-000 

100.000 

Pood and bevwagee 

17.306 

19265 

20257 

21200 

17.516 

20.365 

18.267 

18658 


15.974 

16.053 

18.597 

19244 

15.517 

18.230 

18.460 

16.817 

Food at home 

10.073 

12.421 

12.499 

12.977 

6.730 

11.169 

9.863 

9136 

Cereals and battery products 

1.4S4 

1.660 

1213 

1.803 

1,103 

1.389 

1269 

1.180 

Meats. pouRry, fish, and eggs 

3.313 

4.439 

3.615 

4.043 

2.620 

3.477 

2.629 

2429 

Meats, pouttry, and fish 

3.123 

4^ 

3.601 

3.829 

2.441 

3.255 

2.478 

2 266 

Dairy products 

1.156 

1.432 

1.623 

1.646 

1.136 

1.374 

1.343 

1266 

Ffurts and vegetaWee 

1.662 

1.793 

2235 

2.265 

1.566 

1.899 

1.603 

1400 

Other food at homo 

2.467 

^897 

3.013 

3219 

2283 

3.031 

2.820 

2 642 

Food away from home 

5.900 

5-832 

6.097 

6266 

6.787 

7.061 

8.797 

7,881 

Alcoholic beverages 

1.334 

1.232 

1.660 

1.956 

1.999 

2.135 i 

1-807 

2.041 

Housing 

*1.677 

41.002 

39.330 

39.731 

47.633 

44.159 

43.019 

41.681 

Shelter 

27.416 

26-601 

232ro 

23.486 

35.167 ; 

31.917 

29 203 

28.413 

Ranters' costs 

7,967 

7202 

5 220 

5212 

11233 ! 

13.948 

9863 

11,478 

Rent residential - 

5.296 

5.062 

3.596 

3.594 

9.296 I 

12.666 

7,395 

9.802 

Other renters’ costs 

2.701 

2.110 

1.622 

1.617 

1.937 i 

1.282 ' 

2.468 

1.874 


19.311 

19.321 

17.605 

18.137 

23.757 

17.770 1 

19.000 

16.591 

■ Owners' oquivalont rent 

18.879 

16.944 

17.560 

17.795 

23.300 ' 

17,484 

18.606 

16.270 

Fuel end other utilitis* 

6.187 

6.764 

6.526 

9.068 

5891 ; 

5.893 1 

6,158 

6.241 

Fuels 

5.060 

5.431 

5294 

5242 

2.560 ! 

2.527 : 

3.377 

3363 

Fuel oil and other household 









commodibea - 

.566 

602 

.137 

.123 

047 

.060 

.347 

.226 

Fuel oil 

.463 

483 

I>S6 

.036 

C04 

.004 

299 

203 

Other household fuel corrwnodrties 

.125 

139 

.079 

.065 

043 

.057 

.048 

.026 

Gas (piped) ar»d aiectncity 

4.493 

4629 

5.156 

5.119 

2.513 

2.467 

3031 

3.154 

Slectrtcrty - - 

2 990 

3.123 

2256 

2.34 5 . 

1,624 

1.646 

2.451 

2.606 

Utility teiped) gas 

1.502 

1 706 

2.796 

2.774 

869 

.819 

.579 

.546 

Household tumishir»gs and operthon 

6.072 

5837 

7.133 

7.177 

6.775 

6.348 

7.656 

7,028 

Aoparei and upfce^ 

6.247 

6.606 

7234 

5.563 

5229 

5868 

5266 

4.796 

ii>oafei commodibea 

5.772 

6.116 

6.634 

5.131 

4.560 

5.249 

4.742 

4364 

Men's and boys' apparel 

1.705 

1.516 

1,778 

1 1.378 

1.365 

1.427 

1 338 

1.214 


2.439 

2.799 

2.789 

2.118 

1.842 

2.089 

2,013 

1.943 

Footwear 

1042 

1.361 

1.248 

902 

622 

,742 

.725 

.717 


16 749 

16.306 

17.393 

19.819 

1S.2S1 

18.496 

17.323 

16 643 


17.106 

16.762 

16.455 

17.773 

12.937 

14.998 

15,117 

17462 

Motor hie< 

2521 

3.057 

3.327 

3.579 

2284 

2.868 

2.993 

3340 

Public tranaportati&n 

1.6*1 

1.524 

.939 

1.046 

2.314 

1.496 

2 206 

2.161 

Medical care 

S.303 

3693 

5.523 

3.879 

3.967 

i 3.215 

4 284 

3.781 

Efttertainment 

3.960 

3.267 

4 235 

4.152 

4.937 

1 5.M1 

i 5.304 

s.2a 

Other goods and serMices 

6-7S5 

7840 

6.328 

6 835 

5.467 

1 4,837 

6.534 

S 993 

Pftfsof'sl care - 

t 3*9 

1.361 

1-400 

J 

1262 

1.136 

1 1.182 

I 1.240 

1 062 


Sm footnotes at end of taPfa. 
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TaM« 3. nttttttv* hnportaoc* of eorrfKmvntt In «)• CerMunm Prlot lr»6«xM: 8«l»ct*<l m«tropoiltwi arta«, C>#c«mb«r 
19S3-~<k>nUnu*d 


(Pareant of an Hama) 



PNiadaMM. 

PMU^xagh, 

Pm. 

San Pranciaoo-^ 
Oatoand. 

Ca». 

Saaroa— Tacofra. 
Wash. 

CPi-U 

CPI-W 

CPHf 

CPf-W 

C7>f.U 

CPI-W 

CPf-U 

CPI-W 

CommodKy and aanrtca oroup 









Afl ftami 

100.000 

100.000 

100.900 

100.000 

100.000 

100.000 

100.000 

100.000 

ConvnocitiM 

4^.066 

45.462 

SO.^ 

90216 

36.657 

44.768 

44,740 

47.258 

^ood and bavaragaa 

17.306 

19^ 

20257 

21200 

17.516 

20.365 

18.267 

18.858 

CommodltMU laaa food and bavaragaa 

26.656 

26.177 

30.333 

26.016 

21.342 

24423 

26.473 

28.400 

Nondurabiaa lata food and bavaiagaa 

U.062 

16.444 

17.461 

15.760 

12.374 

14.142 

14.633 

14 708 


11.676 

6.733 

12M2 

13.256 

8.968 

10281 

11 640 

13.892 


56.004 

54.536 

48.410 

46.764 

61.143 

».212 

55.260 

52.742 

Madcaf cara aarvfcaa 

4.428 

3.146 

4.041 

2.610 

3.237 

2.466 

3.494 

3--'52 

Spaeiat Indana 










72.562 

73.369 

76.730 

76.514 

64 633 

68.083 

70.797 

71,587 


»4.687 

96.107 

94.477 

96.321 

96.033 

96.785 

95 716 

96.219 


82.386 

91.512 

91.360 

91.178 

95.157 

94.585 

93.630 

93.277 


7.602 

6466 

6.620 

8.822 

4.643 

5.415 

6.370 

8.723 


27.992 

27.410 

31.993 

30.672 

23 341 

26.558 

28.261 

30.440 


16.316 

17.676 

19.152 

17.716 

14.373 

16.277 

16.441 

16.749 


32^ 

35.726 

37.749 

36.960 

29 889 

34.507 

32.900 

33.566 


29209 

26.422 

26.631 

26.604 

26.642 

».789 

26.834 

25.033 

Sardcaa MM madiea! cv* 

51.606 



51.362 

45.366 

47.174 

57.905 

52.746 

51.785 

49.591 
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Enclosure 3 



' -84 

■ -dSuw 
eharefi 

Shares 

BBRSI 

All Items 

100.0 

100.0 

100.0 

Food and beverages 

17.9 

15.9 

17.5 

Food at home 

11.8 

10.6 

11 6 

Food away from home 

6.2 

5.3 

5.9 

Housing 

41.8 

43.5 

41.1 

Shelter 

25 7 

28.5 

28.2 

Houshg less shelter 

16.1 

14.9 

13.0 

Apparel 

6.5 

6.0 

5.3 

Transportation 

18.9 

18.7 

17.1 

Motor Fuel 

4 9 

3.2 

3.2 

Medical care 

50 

5.8 

7.3 

Entertainment 

4.5 

4.5 

4.4 

Other goods and sen/ices 

54 

5.7 

7.2 
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SE01 Camal and Cereal PR>ducta 

SEO'iOt Floor *oa preswnM flow mixas 
S60102 Cereal 

SE0103 Rice, pasta, and commeal 

SE02 Bakery Products 

SeoKl VVttile bread 

SE0202 Fresh oSiw tsreM. biseoSs. roils, afd (THrffins 

SE0204 CooFiea. fresn cakes, and oupcakss 

SEQ206 Other bakery products 

3E03 Beef and Veal 

SE03D1 Ground beet other than canned 

Se0302 Chuci roast 

SE03C3 Round rcasi 

SE03O4 Other bee« and veal 

3E030S Round steak 

SEOSCe Sirlom steak 

SE04 Pork 

SEOeot Bacon 
SE0402 Chops 
SetMQS Ham 

SEW04 Otherpork, indudlnB sausage 

SEOS Other meats 

SE0501 Other meats 

SE06 Poultry 

SESJ601 Fresh »*de !*k*en 

SE0602 Fresh and fpoiert chiekerv parts 

SE0603 Other poiitiy 

SED7 Fish and seafood 

SE07b1 Canned flsh and seafood 
SE0703 Fresh artd frozen flsh arid seafood 
SEOS Eggs 
SEMOt Eggs 

SEOS Fresh milk and cream 

SSoeOt Fresh whoM mkk ' 

SBW02 Other fresh msx and eream 

SE19 Processed dairy products 

SEtOOt Other tieity preduets, meiuding butter 
SEtCMZ ChMse 

SEIOM Ice cream and related produeu 
Sei1 Freeh fruits 
SEtiOt Apples 
SS1t92 Bananas 

SEtlOS Orangaa, Including Ungarinas 
SE11M OtharfreahtruU 
SEiS Fresh vegetables 
SE1291 Rstaioas 
SEtSOS UHtuca 
SE1203 Temataes 
SE12M OtMf fresh vegetables 
SE13 Proceeaed fruits 

SE1301 Ft\jit>iioes and freuen fruit 
SE1303 Canned and dned fruits 
SE14 Processed vegetables 
SCieOt Frozen vegetaMes 
SE1402 Other precassed vegcta£4as 


tMMWExpStKfitiP* ^ s • ' , 


9.432 
008A 
0.236 
0 110 
0.928 

0.231 
Q.212 
0226 
0 269 
i.1d1 
0 443 


0.577 
0 071 
0 348 
0 150 

0.968 

C.130 
0,277 
0 273 
0 2S3 

0.820 


O.OE2 
0 3SB 
0 097 


0 051 
0 264 
0.D5S 


0.638 0.549 

0116 0.076 


0 144 

0 230 

0.443 

0443 

0.437 

0t<3 

0204 

0060 

0.338 

0.093 

C24S 

0.188 

Otoe 

0.6&S 

C 396 
0 269 

0.674 

0.125 
0 376 
0 173 
0.515 

0.097 
0 069 


C 135 
0 201 

0.347 

0 347 

3.490 
0 088 
0 278 
0 124 

0.334 

0.272 
0.108 
0 108 
0.444 

0.194 

0.250 

0.599 

0.116 

0.309 

0.174 

0.502 

0.096 
0 104 


0.449 

0 077 
0 272 
0 100 

1.031 

026! 


0.9S5 

0317 
0 086 

2 051 

3 347 
Q060 
0.074 
0.615 
0 v,s 


0212 

0.398 

0 398 
0.453 
0 149 
0218 
OOBB 

0.375 

0 072 
0.302 

9.205 

0 306 

0.632 
0 386 
0 287 

0.613 
0 106 
0 348 
0 159 

0.789 

0 118 
0 070 


0.269 0 243 0 611 

0.500 0.492 0.667 

0 090 0.D97 0 094 

0 065 D.065 0 066 

0 076 0 077 0 089 

0266 0 263 0 318 

0.382 0.339 0.3S2 

0 296 0 268 0.278 

0.M6 0 071 0 078 

0.290 9.276 0.264 

0,097 0.097 0 086 

Om 0 179 0 178 


Pagel 
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$E1S Sugar and swMts 

SElSOI $wee4s. indudino c»ntf¥ 
SC1502 Sugtr «i>a artfico) *»»*l8nef» 
SE16 Fats and oils 

SE1«01 Fats and oils 


0.3«9 0.38S 0.331 

Q 3S3 0 ? 2«S 

0 106 0.076 3.095 

0.274 0.281 0.248 

0 274 0.28 1 0 24S 


SEi7 Nonalcoholic drinks 

SEiTai CartKXMtad dnnka 

seiros Cditee 

SE1?aS noncartenatad drink* 

SE18 ^her prepared 
SE180f Caitned and padueed soup 
SE1802 Frozen prepansd food 
S£ie03 Snadis 

S£18M Seasonings, condiments. Mixes, and spices 
SEISOe MisceHaneous prepared food, mduding baby 890d 

SE18 Food away from home 

SEiWI Lunc*. 

SEiMJ CSnnef 

SS1903 Otftar meals and insoks 
S61909 Unpriced 

SE20 Alcoholic beverages 

SE2001 Smt and *i« 

SE2003 OatHedspima 
5E2003 Wine 

AicGriafc beverages away tam heme 

SE21 Pure rent-renter occupied 

SE2101 Rent, residential 
SE3t02 Lodging whde out el tosvn 
SE31C3 Lodging whie at school 

SE22 Rental equivalence and household insurance 
SE3201 Owners equrvaienl rent 
S£2202 Household inaurance 

SE23 Malntefunce end repair services 

^2301 Msinlenance and i«p<v sanaoes 

5E24 Maintenance and repair eommoditiet 
SE2401 Matariais. supplies, ind equipment 
SE2a04 Other maintonance and repair commodibes 

SE2S Fuel oil and ottwr fuels 
aeasot Puaio* 

S&2S02 Other household htd eommedilias 

SE28 Oat (piped) and etectrlclty 

sezset EWctneny 

$62603 Ui«v Nature Oat ServKS 

SE27 Other utilities and public services 

SS2701 Local chsreea 

SE2703 Water and sewersgi mintenanoa 

5E270a Caw teieviaion 

363704 RalVM ocWcSon 

S6270S snseistw loa cau 

SE2706 InbMtste M calls 

SE28 Textile housefurnlshlngs 

SE3Mt Tasiia lumismng* 


0.905 

0497 
0 2S3 
Q.1S6 
1.061 
0064 
01B8 
0 220 
0 277 


0.824 

0 459 
0148 
0217 

1.304 

o.tos 

0.237 
0 270 , 
0.290 


6.151 

2175 

2.646 

1029 

0.30t 

1.564 

0 473 
0 229 

0 217 
0.645 

7.26S 

5 519 

1 577 
0 173 

18.234 

17 641 
0393 

0.129 

0 129 
0.006 
0 042 
0054 
0.664 
0 409 
O.tSS 
4.614 

2.919 


6.281 

1.758 

2.548 

0.791 

0.184 

0.933 

0.336 
0.111 
0 164 
0323 

8.384 

6 558 
1.609 
0.217 

19.962 

19 SIS 
9.447 
0.111 
0.111 
0.089 
0.027 
0062 
0.260 
0.182 
0.078 

3.926 

2.a68 


1 099 
0600 
0410 
0 14$ 
0863 
0.401 

0.439 


t.146 
0 654 
0.770 
Q.24T 
0.733 

0.440 

0.387 

0»7 


0.724 


9 229 
9135 

1.038 
0.095 
9 169 
0 203 
0.279 
0 292 
6.874 
2 078 


0-999 
0 307 

1.571 

0 424 


0.751 

7.961 

5.731 

2001 

0.229 

19.999 


0.123 

0.139 

o-orr 

o.eas 

o.oaa 

0.424 

0.393 

0.131 

3.463 

2.334 
t,116 
).226 
I 123 
0 778 
0554 


0.235 

0429 

9 329 
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SE29 Fumtiure amt bedding 

SE26G1 furr'rtirte 

SE2902 Solas 

SE3903 Uvr>9 (-(sorn cnatrs aiKt uMMs 
SE2904 Ot»»f furniture 

SE30 Household appliances 

R ^ iawaw s faxne freeien 
SE%OZ Laundry equipTr'ant 

SE3003 Stoves. ov«n>. dishunufiers, and air conditoars 

SE31 Television and sound equipment 

SEJtOt Teteviwor'S 

SE5102 ^^Wao products ss^ar ttan tafevaons 
SE3t03 Audao products 
SE3109 UniMicad 

SE32 Other household equipment and furnishings 

SE3201 flosr and window ooverinB*. iaundiy, O 
SE32^ Qetiu. tamps, and decor itams 
SE3203 TabMrwsra. suvmg pieces, end nooeiactne liitehen 
SE3204 Lawn aqurprnant. power loola. 

$E320S Sewine, floorctaanirig, small kitthan. and portabl 
^3^ tndODrpieftCs and frHft cut flowers 
SE3K9 Uf^Micwt 

SE33 Housekeeping suppliee 
SE3301 Laundry and Oaarune products 
SE3303 HousahoU papar pfodutls and stadonary suppuas 
^3305 OOer housefnid. jawn. and gaidan se^as 

5E34 Housettteping services 

SEMI Postsga 

SE3402 BebyaiOng 

S34C3 Oomeatic earwce 

^3404 Careening and ottiM iWdsatioM sarviea* 

SE340S Apptance end fumilue repay 
SE3407 Cere of nwaWa/tMeriyrconiataeeents 
SE3409 Unpriced 

35 TwMnTs Insurance 
KSSei TenanOi jneiaenee 
$E35 Men's ai^rel 
SESaoi Sues, «ead oeats. coats, and joctets 
SE3e03 Fumitfmga «nd apeciai aoSiing 
^see« SMta 

SEseoS Ou-gariai. iaan*. and eewfers 
SEseos onpncM 
9E37 Soys' epfwrel 
5C3701 Boss' topeiw 
SESros Unpneed 
SE3S Women's apperei 
SE3M1 Coat) and jackals 
S£3a02 Dreaaaa 
SE3803 Separana and leortMaar 
SE38&4 U n da n aa er . n^itwaar. taeiary.and a cc a a aariea 
SE3B05 StM 
SESaoe Unpnoad 
SE35 GMs’ apperei 
SESSOi Girra apsaral 
$E»09 Unenced 



1.363 


0.42$ 

32S6 

9.220 

0.442 

0.453 


1.168 


C-301 


1.117 

{l.3$4 


9197 
3 334 


0tS4 3 099 3G93 

0 189 3 100 0 103 

6.958 0.861 0.407 

0352 3267 0.137 

0248 6 252 0 071 

3 359 6 342 0.199 


0.000 
1.549 
0 196 
3 302 
9261 
3.295 
9.226 
3.183 
-] 109 
1.282 


1.305 

HITS 

9.254 

0 261 
3.148 


0.122 

1.233 


0.413 

1.584 
0.260 
0 304 
0.2S5 
0.373 
»ire 
0.056 
0122 
€.038 

0.036 

1,287 

0.378 
0.314 
0.314 
9 273 
0.919 

6.317 

0.314 

0.993 

2,270 

0239 

0.373 


0 14S 
0 034 
0.3SO 
0.3T2 

o.ooe 


9.406 

0.461 

1.492 

0.297 
0.32S 
0 301 
0.424 
0.082 
0.104 
0.151 

0.031 

C.D31 

1.134 

C.278 

C.32I 

0.276 

C.241 

C.OIS 

0.303 

C ,»1 

c.eoi 

1.831 

0.161 

0.M5 

0.379 

e.34s 

0.127 


0.328 

0.010 


0 000 
1.122 

o.irs 

0 215 
0.192 
0 178 
0 116 
0166 
O.OSO 
1.093 
0.382 
0 368 
0 343 
1.481 
0 258 
0 263 
0-231 
0.360 
C.182 
C.052 
0.116 
0.033 


6.312 
6 243 
6268 
e. 2 te 

0.014 

0.227 

C22« 

0.902 

1.788 

0183 
6 284 
6.838 
0.321 
0.154 
0.D28 

0.316 

C.306 
0 007 
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S640 Footwrear 

0.91G 

Q.t3S 

0.718 

$£4001 M«nj 

3 275 

0.307 

0 227 

se4(m eki)(»9tMgirix 

a?87 

0212 

Q 1SS 

SE40Q3 

04S4 

0*15 

0.33S 

SE41 Infants' and toddien' aoparei 

0.232 

3.364 

0.167 

S64101 ln<»R:»' 4teOcfl«f»’ •ppB'el 

8 210 

0 745 

0,169 

SE4109 un(>ricac{ 

8 022 

0019 

0.018 

SE42 Sewing materials and luggage 

«.107 

Q.860 

0.088 

SE<20t Se»i0S'"»!srt*>»«f3!«BB»9« 

3.157 

OKO 

0.0«B 

SE43 Jewelry 

a4S2 

0.S09 

0-412 

SE4301 -iVstchet 

6.109 

0076 

•o.a&s 

SE4302 

C.362 

Q*31 

0 332 

SE44 Appar^ services 

as3S 

9.481 

0.545 

SEMOI 0»iOf appafel s«rviq« 

9 255 

ojor 

0.2SS 

SS4403 CsurWrv »Mary deaninj Qtl'erlhaftCflWOfwranHi 

0.28O 

3 274 

9 293 

SE4S Hew vehicles 

S.51T 

5.242 

4.955 

SeaSQi Aiewcare 

4 454 

3 MO 

3 9S2 

SS4M2 New IruOiS 

3 553 

2'2S 

0 913 

SS45QS New nw!oicyc!»» 

e.oeo 

QOSS 

0 093 

SE4<I Used vehicles 

1.432 

2.17S 

1.278 

$£4601 Uses carr 

".-272 

1 578 

1.i5S 

SE^OS UnpneeS 

0210 

e.«» 

0.115 

SE47 Motor fuel, mstor oil, eoofant, atid fluids 

4.S22 

3,201 

3.231 

SE4-?05 Moloffud 

4.9*7 

3 14S 

s.irt 

SS4702 Moioror ecolant. snOotAHsrproiSveSS 

9075 

0.059 

c.oeo 

S&48 Automobile parts and equipment 

0.818 

0.$94 

0.539 

SS4S01 rinsi 

0 427 

0 293 

0 268 

^802 Otierpansiedeouip^ent 

0 391 

0.331 

C26I 

SE4S Automobile ntainienance and repair 

1.525 

1.S20 

1.533 

S£4»0i Sodyworti 

Oise 

oil* 

0,163 

^4902 AutwiMM inyftOem.PfaM. and fTiBcneci repay 

0427 

9.4B6 

0 450 

S£4903 M»<ntenan<x ani9 ieryapng 

9 524 

O.M* 

0 486 

$£4904 P<>iv«'plar>lr«esi' 

9.399 

0.416 

04lt 

5£<»»> t^pmed 

0322 

0.926 

0923 

S£50 AtAomobiie insurance 

1.705 

2.428 

2.S28 

S£$004 AinomoMe Ukurtnce 

i.ros 

2.428 

2 829 

SES1 Vehicle ^nanee charges 

0.923 

0.774 

0.599 

SESIQI V«nioe Pnanee Charge* 

or«<t 

0.496 

0 492 

SSSiOe Uivdced 

C1S3 

0.278 

0 tor 

SE53 Vehicle rental, regiatratian, and inspectJan 

0.858 

1,4tS 

0.745 

SEfZOI AirtomoMe fegtaMWn, iicensiryg. a«s iPspesB 

0.309 

0..VU 

0.368 

SEiSOS Other ainonteMe-reiaied fees 

0 324 

1 048 

0.383 

SEftm UnoriGKi 

0 023 

0.CJ3 

0.029 

SES3 Pui^ic tnnspartation 

1.328 

1.331 

1.841 

SES301 AMine fares 

0 66? 

0.»43 

1.108 

SES392 Othatmtanr^nnsponseen 

0 139 

o.isa 

o.<*> 

££$309 fMrarrty seWe UAfponMien 

0 317 

0.SS2 

0.380 

SES3» Unpeead 

0 010 

D.»4 

0.012 

SES4 Prescription rtrugs and medicai supplies 

0.577 

0.679 

o.a» 

SE8404 Prescription drugs and iredrcalsupfSes 

0 577 

0«79 

o.sii 

SE55 ftoHtnescnpUon drugs and medical supplies 

0.353 

0,403 

0.383 

SSfioa lf)temaiandrc) 4 wstcry over-iMsdOurierdriqs 

0 232 

9,580 

0 246 

SSiSO? NonpvscnpOonnwdicaieqwpmenrandsucipiMrs 

0131 

0 123 

0 ’37 

SS3SOS Untaicad 

9000 


0500 
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SESS Professionai services 


MAAKr-rHA^KE'T 


1tt2-MEstMPdlt!ir« ttSp3-98Pr*1niiiury DKtmiMr 19M (,f»l 
&ti>«ndl!tnf» $h»wrs lrnp)>itifte» 


SESeOl Physicians services 
S£5602 Denial se-nncas 
SCS603 Eye care 

SESeoe Seryicee by oth«r medicet preiesucmsts 

SES7 Hospital and other medical care services 

S£5701 Hosfftal rooms 
Ss5702 ether inpatient services 
SE5T03 Outpslienl services 
SES709 Unpricea 
SE5B Health insurance 
SE5S1 Commercial 
SE&92 Blue Cross-Blue Shieiii 
SESea HMO 

SE584 OB»r health insursnee 

SE59 Reading materials 

SSSOt Newstapers 

^5902 Magazine*, penoPicals. and boots 

SE5&09 Unpriceo 

SE60 Sporting goods and equipment 

SeeOOl Spon vehicles, irduding bicycles 
SE6l>a2 Other sporting goods 

SE61 Toys, hobbies, and other entertainment commodities 

SEBlOt Toys hoPDies. and music equipment 
SE6102 Photographic supplies arid equipment 
SE6103 Pel supplies and e»pense 
SeiOS Unpaiesed 

SE62 Entertainment services 

Club merrrberships 

^6202 Pee* for psi«cipant sports, eiduding ch;b membership 

SE6203 Admissions 

SEe204 Fees for lessons or mstruebons 

SESSOS Other entertammentservKes 

SEeZOS Unprieed 

$E63 Tobacco products 

8ES901 Tepaoce ertd smekAs preduets 

seesos UnprUM 

SEt4 ToHet goods and personal care appliances 
SEMOi OAer toMA goods and amali personal ca-a appiianee 
SSS403 CosmeiKs. bWitndnsaprtpemona. marucura and 
SES9 Personal cars services 
SesMt Beauty pnoc service* ror temwes 
SSeUS Heireuu and other Career snap aervieas lor mate* 

SESSOe Unpixed 

SEfifi School books and supplies 

$66601 School BU. supp^olteg* 

SE6Ma KerrUMS book*, supp 
SE6609 Unpnead 

SE67 Day care, tuition, and other school fees 

SE6701 Ceiege tuilion 
SE6702 Eksmentaiy and sdiool luiMn 
Sei703 Day cere end nwsery sdioof 
i£670* TuitiBn lor Mv'businesa/a other aeh 
SES709 Unpricad 


1 365 
0 765 


1.328 

0 532 
0 491 


0.1S4 

0 103 
0 018 
coor 

0.685 

0.320 
0 34S 
0 0C3 
0.624 
0 336 
0 268 
1.008 


0 >35 
6 374 
0 012 
2.163 
0356 
0 309 
0 593 
0 209 
0 676 
0 020 
1.116 
V118 
0 000 
0.673 

0 392 
0.281 

0.S60 

0.446 
0.114 
0000 
0.188 
0.132 
0 046 
0010 
1.688 
0.696 
0.275 
0258 



1 487 


1.634 

0,587 
0 629 
0 *07 

0.250 



0 067 

0.530 


0.609 

0.306 

1.017 

0 484 

9.086 
0.433 
0 054 

2.268 

0.352 


0 583 
0 204 


0.871 
0.»69 
0 002 
0.768 

0.4DS 

0.365 

0.497 

o.oss 

OCOQ 

0.186 

0 135 


Q.02S 
1.869 
09S3 
0.281 
0 493 
0 046 
0066 


1 885 
1 083 
0 334 

2.276 


0 886 



0 006 

0.325 


0 006 
0.135 

0,734 

C 3SQ 
C 354 
C 000 

0.399 
C 185 
0.214 
0.824 
0.S72 
0 112 
0 330 
0 010 
2.334 
0 353 
0 394 

0 714 
0.247 
0664 
0 022 
1.601 

1 601 
0.000 
0.S88 

0 326 
0.262 
0.568 

0.441 
0.115 
0.000 
0.264 
0 186 
0.062 
0014 
2.770 
1.639 
0.492 
0,377 
0.150 
0.113 
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SE68 Legal, financial, and funeral services 

S£SSQ1 legal service fees 
SE6802 Personal finartcisl services 
S5&8C3 Puneraf expenses 
SESSfSg UnpiscetS 

SESS Information processing equipment 
SE69Q1 Intoonation processing eguipment 


9teiMniMirtM6CPl | 

0.995 0.996 1.3S6 

0 363 0 333 0 430 

0 258 0,252 0 390 

0 292 0,30? 0 390 

8 0*1 0C83 Q10S 

0.238 0.5S1 0.074 

0 238 0.551 0 07* 


I«s.«s PnlJ'-Btr 


Source: 


Bureau of Labor Statistics 
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Enclosure 4 


1987 and 1998 Item Classification Structures 

- INTERMEDIATE AGGREGATE - Expftotfltuf* CIm* - IIsip Strata 


1987 iteffl Ciawi^iatHMi Stmcture 


1998 item CIsHMiHIcation Strucftira 




POOdwiD^VEMGES; 


FOOD 

FOOD AT HOIME 

CEREALS AND BAKERY PRODUCTS 

Caraatc and caraai prodticfat 
Flour and prrocMed flour moss 
Cerasi 

Rtce. p^ta, c^nme^ 

Bakary product* 

While bread 

Other breads. noll& biscuits, and rruffins 
Cakes, cupcakes. v<d cookies 
Other bakery products 

MEATS. POULTRY. FISH, AND EGGS 

I^TS, POULTRY AW9 FISH 

MEATS 

Beef and vaal 
Ground beef 
Chuck roast 
Round roast 

Other steak, roast, and other beef 
Round steek 
Sirtoin etaak 

P^ 

Bacon 
Pork chops 
Ham 

Other pork. ir>cluding sausage 

Other meats 
Other meats 

PoutUy 

Frash whole chidten 
Fresh or kozen chicken parbs 
Otfter poufiry 

Fish and seafood 
Canned fish and seafood 
Fresh Of frozen fish ar*d seafood 


FOOD 

FOOD AT HOME 

CEREALS AND BAKERY PRODUCTS 

CaiaaJa artd cereal products 
FtMf and prepared flour mixes 
Breakfast cereal 
Rice, pasta, commeal 

Balisty pfodticts 
Bread 

Fresh biscuits, roils. muffir>s 
Cakes, cupcakes, and cookies 
Other bakery products 

li£ATS. POULTRY, FISH. AND EGGS 

MEATS, POULTRY AND FISH 

MEATS 

Beef and vaal 

Uncooked ground beef 
Uncooked beei roasts 
Uncooked beef steaks 
Uncooked other beef artd veal 


Pofk 

Bacon, bceekfast sausage, and raistad prodijcts 
Hsm 

Pork chops 

Other pork inauding roasts and picniea 

outer meats 
Othar meets 

Pouftiy 

Ctuekerv 

Other ooullry iociudinQ turkey 

Fish and seafood 
Flesh fish and seafood 
Processed fish artd seafoad 
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1987 and 1998 Item Ciassifcation Structures 

Legend MAJOR GROUP • INTERMEDIATE AGGREGATE - ExparnfflunawRom Strata 


1S8? item ClassiricatiOR Structum 

E998 

Eggs 

DAIRY PRODUCTS 

F/Mit milk and craam 
Fresh wl»l« milk 
Other ft-esh milk and cream 


Proeeasad dairy products 
Butter and other dairy products 

!cs cream and r^ed products 

FRUITS AND VEGETABLES 


Frash fruKs 

Apples 
Bananas 
Otanges 
C^har hiesh huts 

Fraah vagaubiaa 
Potatoas 
Lertu» 

Tomatoes 

C»har fieirin vasatsMs 

Procaued frufta 
Frurliuices and htzen fruits 
Canned and dnad fruits 

Pri xa a a ad vegata M a a 

Frazan vegataeies 

Canned wtd odwr processed vegatabias 


OTHER FOOD AT ROME 


ISSSJto^ClassificatiOR Slrucfajre 

£99t 

Eflgs 


Oatry and ratatad products 
Wiik 

Cbaesa and ralaied product 
^ce cream anc reiatcKi products 
Ottiar deny and relaisd products 


FRUITS AND VEGETABLES 

niESH FRUITS AND VENABLES 

Freth fiuita 
Apples 
Bananas 
Citrus KiRs 
Other fresh fruits 

Freeh vtsetables 
Potatoes 
Lettuce 
Tatnatoas 

Other trash vaQalai»es 

Proceeaed fruKt and vagataMaa 
Cantwd fruns and vagataDiaa 
Frocan frvita and vegetables 
Other procawaed ItuAs and vageopiea SKfudshg dried 


NONALCOHOUC BEVERAGES AND BEVERAGE MATERIALS 

Jukee and noneicoeelle drtnka 
Caifeffiatad dnr*a 

Ffwarnoncvbonalad jtacaa and dmka 
N on*Min nonortonetad jiicec and drinka 

flairs tape masariah fncJuHitg coffee and Mb 
CoHm 

Other beverage malenels ndutSng tee 
OTHER FOOO AT HOIC 


Si^v iiod nseete 
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1987 and 1998 ttem Ciasstfication Structures 

Legend MAJM GROUP • INTERMEOIATB AGGREGATE • Eipendtture CtM* - llem Strata 


1987 Item Ciasstfication Strvctur* 

Candy and other sw«ets 
Sugar and artificial sweetertere 


1 998 Ite m Cla—ifiotton Structure 
Sugar and artiteal awaatanars 
Candy and chewing gum 
Other sweets 
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1S87 and 1998 Item Ctagsification Structures 

L«9»vl. MUUOR GROUP - ^iTERMEfflATE AGSREGATE - ExpMdRim Cten • IM<n Strata 


19a7 >t»mCla wifi eation Structu f* 
Fata anii oit* 

Fats and Oils 


Other pmparad foods 
Caonad aivJ pacAagad soup 
Frozen praparad foods 
Snacks 

Spreas, aaasonings. condinents. sauces 
Other {»«p8r«d taod 

Norsateohofie bevaraffM 
Caitjoosted ddnks 
CoSea 

Other nonattonaled drinks 
Food away from ttone 
lunch 
Dinner 

Other 'neats and snacks 
UnsBimpied board ^ catered affan 


Alcoholic bevtraset 
Seer. aie. and aicohotic nurtt 
DisMM spirits ai home 
iMno at home 

Mcchdie beverages away ‘rwn neme 


199S ft eiTi Ct aasfftcafion Structure 
fata arid cnie 
Butter «id iTtargarirre 
Salad dmasing 

Other hita and wis incuding peanut butter 

Odter foods 
Soups 

Frozen and freeze dried pr^red feeds 
Sr.acfcs 

S(>««s. saasenings. condiments, sauces 
Baby food 

Other rmscetttneous foods 


Food eway from honw 
Fi^ service meals and snacks 
Lntdod wrvica rrtaala and snacks 
Food at employee sites and schoola 
Food fron ventng machines and mobte vendors 
Other food away from home 

ALCOHOUC BEVERAGES 

Alcoholk beverages at home 
deer. ais. ar>d other man beverages at home 
Di sl Bed spirits at home 
VAne m hMhe 

AkohoHc beveraget sway from home 
Aiconofic be r eia g ea away frem horns 




SMELTER 

Pure raw t -earw a r occuptad 
RentefdweSng 
lodging ahSe cut of l«wr> 
lodging whOe at school 


Reotaf equhralenes and household insurance 
Owran' aguhaierk lant 
Unsampled hniieehriflinauranee 

TersKfta* imwance 
Tenants' inaurarce 


SHELTER 

Rent of primary raeldaiKe 
Rent or primary reaidaixa 

Lodging sway from neme 
Mausing at advooi. exduding board 
Ottwr lodgvig awey from herre trefuding hoteis ard motek 

Owners' SRuivaltrH rant of primary reeidtnee 
Owners' eouivaient rent of phmaiy residerwe 

Tenerka' and heus^wM inauranee 
Tanents Vid household rauranca 


Me tn ten a nc e and repair earvlcaa 
^operty maintanance vsd n^ar Mnnoaa 
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1987 and 1998 item Classification S^ctures 


Legftnd MAJOR GROUP -MTERMaHATE A6GREGAT6 - ExiMocMur* CIms - ttwn Sti«a 


1987 Item ClAMificirtion StnKtur* 1998 tttmCbutsificAlion Structura 
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1987 and 1998 >tem Classification Structures 

MMOROROUP -INTERMEOlArE AGGREGATE -ExpMditmCImi -item Svais 


1917 it«m Ciatsificatian Structur* 

Maintananc* and rapair coirmodittaa 

Matw^s. supi^ias. «cu'pmen( te' tio^e 
Other prooafty mainlehahce axrimodities 

FUELS ANOUTIUTIES 

FUELS 

Fuat oil and otharfu^s 
Fuat 0.1 
Other fuel* 

Gaa (piped) and aiectrieily 
EtedncSy 

UtMy natural gas service 

OttMK utMiiiea and pubiic aanicM 
Taiephor>e sennces. local charges 
Water and sewerage maintenance 
Coromur^ antenna and cable tension 
Garbage and trash coiiecilon 
Interstate telephone sarvwes 
Intrastate telephone services 
HOUSEHOLD FURNISHINGS AND OPERATIONS 

Textile home fumishinga 
LiTHths, curtains, drapes, sewing materials 


Fimtitum and bedrting 
Bedroom furrMure 
Soto 

Uvwg room chars anc tables 
Other fumdura 


1998 ttam ClnMiRca^n Structure 


FUELS AND UTIUTIES 
FUELS 

Fuel ^1 and other fuels 
Fueloil 

Otiter hous^wW fuels 

Gae (piped) and elacthclty 
ElecSnoty 

UliRy ruhiral gas servoe 

Water and saw*' and trash toflaction seivicM 
Water and sewerage naintenartce 
Gamage erd trash coledior 


HOUSEHOLD FURNISHINGS AND OPERATIONS 

Window and floor coverings and other linens 
Floor coverings 
Window caverir^S 
Other linens 

Fuirature and bedding 
Bedroom Armttire 

Living room. Xiichen, end dining room furniture 
Other hjmiture 
Unswpled funvtura 


Howsehoid appllineee 
Refngerale'e end heme freezers 
Laundry eguipmeni 

Stoiee, everu. portable dishwashers, wndmv air conditioners 


Appliances 
IA«er appSaness 

Other appliances 
UnsamoM appuanees 


Other housahoW eguipmant and furnishings 
Floorfiwrtdow coverings, outdoor/eitantflaundiy eouipment 
Clocks, lamps, and decoetor dams 
Tatteware. serving pieces, no n electnc kitchenware 
lawn and garden equemem. loots hardware 

SmaB Ulenen lyiplianree. sawir^ machows. (ntsMe haalmg/noekng i 

Indoor pisits and flesh cut towers 

Unsampled household equipment parts, small furrvstvngs 


Other housahoW eeptipmant and lumishlnga 
Clocks, tamps, and decora t oi items 
Indoor plants end toMTS 
Dishes and Oalware 
Ncnelactnc c o okware and t at Wws ni 

Tools, hardwere. outdoor aquipmant and supplias 
Tods, hardware and suppkas 
Outdoor aquiprwnt ard supgbas 

Unsampiad tods, hardware, outdoor aquipmeni and suppkss 


Mousakaeplng st^yMes 
Laundry and daaniog products 


Kousekaaping supplies 
Household daamng pmducta 
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1987 and 1998 Item Classtftcation Structures 

Lflgwvl MAJOR GROUP - INTERMEDIATE AGGREGATE - Ejip«ndit>jr« CtMt • Item Strata 


1S87 item Cla»a}fic»&»n SDnetara 
Housetiold paper prcKkicts. xKluding stationery 
Other household prodixts, lawn and garden siupplies 

Housekeeping services 
Postage 

Unsampled bsOy-^lns 
Domestx sefvioa 
Other household senncss 
Appliance and furniture repair 

Care of invalids, elderty. and convalescents in the heme 
Unsampled rent/repa>r of household aquipmerH. sound equipment 

T^visi») and sound eqwpment 
Ttfewsion sets 

Video cassette recorders, disc pliers, and tapes 
Audio components, ladios. recordings, and Mher 
Unsampled accessones for electronic equipment 

Information processing equipment 
Information processing eqwpment 


193S R»m CUtsHIcation SMctuni 
Household paper products 
M«c8iiarwous household products 

HousehoM operetlortB 
Housekeeping services 
Gardernng and lawn care servees 
Moving, storage, fteighi er^ense 
Repair of household items 
Unsampled household op^tions 


APPAREL COMMOOTTIES 
MEN^ AND BOYS' APPAREL 
Man's applet 

Men's sues, coats, sportcoats, jactcets 

Men's fomishings 

Men's shirts 

Men's pants and shorts 

Unsampled unifoms and other cfolhing 

Boye' B{ifoeiel 
Boys' spperel 

Unsempisd beys' unifemis and other eelhino 
WOUCirS tMO GIRLS' APPAREL 


Woman'e apparel 
Vitmea's coats and ieckats 


tMomen's separates, sportswear 
Vfoman's undenwar. m Q ht w ee r. aoeessenes 
Yfomen't suits 

Unsemtded undorms and other dotting 

Girte' eppeiel 
Gads' spperM 

UnsanipMd uniforms and oOier ctoeing 
Footwear 


MEN'S AND BOYS' APPAREL 


Men's suds, spon coats, and outerwear 
Men's lumshings 
Man's stwls and s w eaters 
Men's pants and shorts 
Unsampled men's apparel 

Boy's appeiel 
Boy's apparel 
Unsampled boy's Mspsrei 

WOMEirS AND GIRLS' APPAREL 


Women's appatel 
Wbmen-s outerwear 
Womens dressae 


Unsampled Mman’s wparei 


Girta'nigiMl 
Gkfo'apparal 
Ummpied •*»' apparel 
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1987 amt 1998 Item Classification Stnictufes 

Legend MAJCm GROUP ■ INTERMEDIATE AGGREGATE - ExperHtibtr* ClaM • Kern Strata 


1987 Item Classification Structure 

Men's lootwear 
Boys' and girts' footwear 
Women's footwear 


1998 Item Classificatton Structure 

Men’s Aaotwear 
Boys' and girts foe^wesr 
Wytten's tooNveai 
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1987 and 1998 Item ClassificatiQn Structures 

LegefKJ NbUORGR^P -iNTEf»teCHAtEAGGRECA'^-E]4}«t«tu(*Cta«- Remoras 


1 987 Item CLassification Stniclurw 
intants' «>d todctient' aapami 
Infants' and todcters' apoa's* 

Unsampled accesstxies and other cUthing 
Sewing materials and luggage 
Sewing materials, notions, luggage 
Jewelry 
Waithes 
jewelry 

APPARQ. SBtVIOES 

Apparti services 
Other app»^ sendees 

Apparel laundry and dry-Oeanng. enckiding corn operated 

TRAireMAtAUON 

pm Am -nuNSPORTAiKM 

Now vehicles 
New cars 
New truesrs 
New motorcycles 


Used vehicles 
Used cars 

(Jnsampted other used vehicles 

Motor fuel, motor iril, coolant, and fluids 
Motor hiel 

Motor oii, coolant, and other fksds 

Automobile parts and equipment 
Twss 

Vtahtde parts and equipment other than tires 

Automobile meintenance and repair 
Automotive Mdy wot 
AiAomotive dnveMram. tont-«nd repair 
Aiilamotnie maMnnnnce eno servicng 
Autotnotrve power pmnt repair 
Unsampied automotive lepair service poley 

AutomolHle insurance 
Aut o motive 4isisance 

Vehicte finance charges 
Airtomobile finance idiarges 
Unsampled ixher vehicle ftnwxs charges 

Vehicle iwHal. legisbaAon, and inspection 
State and tosal automotive registralion. iicertse. inspection 


1998 Kern ClassifiGatian Stmclure 
infants' and toddlers' apparel 
In&ifls’ and toddlers' apparel 


jaweiiy and watches 
Watches 
Jewelry 


PRIVATE TRANWORTATION 

New and used motor vehicles 
New Valdes 
Used cars arxl tnicics 
(.eased cars and trucAs 
Car and truck rental 

Unsampled new and used motor vehicles 


Motor fuel 
Gasoline (aU-types) 

Other motor he's 

Motor vehicle parta and equipmant 
Tires 

Vehicle accessories ctner than tires 

Motcr vehicle maintenanee and repair 
Motor veiHde body wory 
Motor vefyde mainianance and serviring 
Motor vehicle lepai' 

Unsampled service pdiaes 


Motor vehicle insurance 
Metor vehicle irttinaice 


Motor vehicle tees 
State ard local registration and license 
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1987 and 1998 Item Classification Structures 


Legend MAJOR GROUP ■ INTERMEDIATE AGGREGATE • 

Expertditure CiMa • Item Strata 

1B87 Item Claasification Structure 

1999 item OaMification Structure 

Oth^ lulomobile-reiated fees 

Motor vtfucie {vj^ierty tax 

Unsampled docking and landing fees 

Pariimg and tol^ 


Unsamtyed motor vehicle fees 

Public tranaportatiori 

Public transpprtatlofl 

Ajfftne fare 

AvtinefefS 

Other interialy transportation 

Other iniercdy transportation 

IntfBWty transportatior 

intradty trensportation 

UoMirrc^ serioci Cus 

Unsampaci oub-e !fa-^Ber*a' :>n 


VfjMSIlWM 


MEDiCAl CARE COMMOOlTiES MEDICAL CARE COMMODITIES 


PmcrioUon drug* and madical supply 

Preso^ion drugs a-xi medicai su[$^s 


Prescription drugs and medical supples 
Prescnpiion dn^gs and medica! supplies 
Uisampied rem or repair of rnedical eouipmsni 


Nonprescri^on drugs and madical aupplies 
Nonprescription drugs and medreat suppMs 
Nonprescriptiun medical equipment and supplies 


Nonprescription drug* and medical supplies 
imemal and reaptretory over-the-counler da^ 
Nonprescnption medical equipment and supplies 


MKOlCAi. CARE SERVICES 


MEIHCAL CARE SERVICES 


^nofesslona! seiMeaa 
PhysKiarKS' sarvices 
Dental services 
Eyegiaasea and eye care 
Services by other medica) professionals 


Professicrul services 
Pfiysidans' services 
Dental sarvicas 
Eyegiesws and eye care 
Seriiices by other medical professionals 


KosiMtal and Mhar medtul cate serricet 
HospitBi room, in papent 
Other m-pabent aervioea 
Hospdai oU'patieni sarviees 
Unswepied rent or r^air of mediui equipment 


Hospital and reiatad aervices 
Haspdai servicee 
Nurstng nemes and adult dayoara 


HaaRh inaurance 
Comniereiaf health mturance 
Blue aosafiiue STHetd 
Health Mamtertanee Orgamzatiorn 
Other health nsunnea 


Haafth inaursAta 
ConmenaJ haalth insurtnee 
Blue Crpsa/Biue Shield 
Health Mainienanee Plant 
Medicare and other haalth insurarce 




Video and audio 
Tsieviseris 
Cabla laievteion 
Other video equipment 

vyteo cassettes, discs and other media ineluding renter 
Audio equ^meni 

Audio does, lepes and other media 
UnsamfMd video and audo 


Pals, pet products and aenr i cee 



